In This Issue . . .

Organic foods. . . EU policy reform . . .Technology & agriculture . . .

Farm numbers . . .

Frozen potato frade . .

. NAFTA’s impacts

Organic Food Industry Taps
Growing American Market

American consumer interest in organical-
ly grown foods has opened new market
opportunities for U.S. producers, leading
to a transformation in the organic foods
industry. Organic food is currently sold in
a wide variety of venues, including farm-
ers’ markets, natural foods supermarkets,
conventional supermarkets, and club
stores. Since the early 1990s, certified
organic acreage in the U.S. has increased
as producers strive to meet growing
demand for organic food. New national
organic standards will facilitate the mar-
keting of organic products as more U.S.
growers move into organic production and
more processors and distributors add
organic selections to their product lines.

French Fries Driving Globalization
Of Frozen Potato Industry

Driven largely by growing global popular-
ity of Western-style cuisine, frozen french
fries and other frozen potato products are
generating billions of dollars in sales
worldwide each year. Global frozen potato
production capacity is estimated to be at
least 9.6 million metric tons a year.
Worldwide exports of frozen potato prod-
ucts in 2000 (over 90 percent of which is
frozen french fries) were valued at $1.9
billion. Rapid expansion of quick-service
(fast food) restaurants is key to the
tremendous growth in worldwide con-
sumption and trade of frozen potato
products.

U.S. Agricultural Exports
To Rise $4 Billion in 2003

Sharply higher prices for grains and soy-
beans, reflecting drought-reduced U.S.
production, are expected to boost the
value of U.S. agricultural exports to $57.5
billion in fiscal year 2003, a 7.5-percent
gain over 2002. Bulk commodity exports
are likely to lead the gains, although high-
value product (HVP) exports also are
expected to increase. In contrast to the
higher export value, bulk export volume
will be down in 2002, mainly from lower
soybean volume.

EU Revisits Ag Reform
With Bold New Proposals

The Commission of the European Union
(EU) is proposing bold changes to its
Common Agricultural Policy (CAP). The
core proposal is a single annual whole-
farm payment, not requiring production
by farmers, in contrast to the current pay-
ments linked to production of specific
commodities. Farmers would have greater
flexibility in choosing what to produce,
and support for large farms would be cut
for the first time. Greater emphasis would
be placed on rural development, food
safety, animal welfare, and environmental
regulations. The proposals have implica-
tions for WTO negotiations and EU
enlargement. But for many commodities,
traditional CAP price support and stabi-
lization mechanisms are maintained.

Food Price Inflation to
Moderate In 2002 & 2003

The U.S. Consumer Price Index (CPI)
for all food is forecast to increase 2.1 per-
cent in 2002 and 2-2.5 percent in 2003,
compared with 3.1 percent in 2001. In
2002, record beef, pork, and poultry sup-
plies, plus dampening of consumer
demand by a lackluster domestic econo-
my, are holding down meat prices. Small-

er potato supplies should push up the
fresh vegetable CPI in 2002. Adequate
supplies of fresh fruits, dairy products,
nonalcoholic beverages, and other
processed foods will likely keep the food-
at-home price increase below 2 percent.

Farm Numbers:
Largest Growing Fastest

Declining farm numbers, increasing farm
size, and concentration of production have
interested the media, the general public,
and lawmakers for decades. Average farm
size has grown as farms consolidated. A
smaller share of farms accounts for a
growing proportion of production, but the
proportion of very small farms is also
growing. Acreage and sales-class data
show a trend toward large operations with
at least 500 acres or with annual sales of
at least $250,000 in farm products.

A Role for Technology In 21st
Century Global Agriculture

Technological advances have the poten-
tial to enhance agricultural productivity,
incomes, and quality of life in all coun-
tries. However, some regions of the world
have gained little from discoveries and
innovations in agriculture, partly because
private research investment tends to be
directed toward meeting the market
demands of developed-country consumers
One way the agricultural community and
public sector could meet the needs of less
developed countries is to strengthen their
technological infrastructure and facilitate
the transfer of appropriate technologies.

NAFTA’s Impacts on U.S.
Agriculture: Trade & Beyond

NAFTA, the North American Free Trade
Agreement, has generally benefited U.S.
agriculture and related industries. U.S.
agricultural trade with Canada and Mexi-
co more than doubled during the 1990s, a
development to which NAFTA con-
tributed. Beyond its direct trade impacts,
NAFTA established rules and institutions
that mitigate potential trade frictions, pro-
mote foreign direct investment, and facili-
tate discourse on environmental issues.
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Specialty Crops

Poor Weather Reduces 2002 Apple Crop

Higher Prices Likely

his year’s U.S. apple crop will be

smaller for the third consecutive year.
Apple production in 2002 is forecast to
decline to 9.2 billion pounds, down 4 per-
cent from 2001 and the smallest crop
since 1988. With production down signifi-
cantly in both the Eastern and Central
states (16 percent and 30 percent, respec-
tively), even a 5-percent increase in pro-
duction in the Western region, which
accounts for over 60 percent of total U.S.
production, will not offset overall
declines.

Weather-related factors during the grow-
ing season are behind this year’s produc-
tion decline in most apple-producing
states. Most of the Eastern and Central
states encountered problems with heavy
frost damage in the spring, in addition to
hail and drought. The only states expect-
ing increased production are Georgia,
South Carolina, North Carolina, Rhode
Island, and Maine in the Eastern region,
and Kansas and Arkansas in the Central
region.

While production is expected up overall
for the Western states, a late frost, com-
bined with a cool, late spring, poor polli-
nation conditions, and a dry summer, have
combined to reduce crop size in all apple-
producing states in this region except
Washington, Colorado, and Arizona.

Weather conditions throughout the harvest
season could also directly impact final
crop size. A windstorm that moved
through north-central Washington in mid-
August caused some fruit to drop onto the
ground and damaged some that remained
on trees as well. Depending on the severi-
ty of these losses, the effects of this storm
could eventually reduce the size of Wash-
ington’s apple crop. Prior to this event,
USDA forecast Washington’s apple pro-
duction at 5.5 billion pounds in 2002, up
8 percent from a year ago.

Fresh-market apples. Figures on total
quantity of fresh-market apples produced
from this year’s new apple crop will not

be released until July 2003. The number
will be determined primarily by the size
of the crop in Washington, where over
three-quarters of the nation’s fresh-market
apples are grown.

Last year, the Washington crop was small-
er due to weather problems and to contin-
ued decline in bearing acreage—a
response to poor economic conditions in
the industry. Overall fresh-market apple
production declined 11 percent in 2001
from the previous year, and the season-
average price for fresh-market apples
increased 29 percent to 22.9 cents per
pound.

Based on the consumer price index for
apples, retail prices during 2001/02 mir-
rored the pattern in grower prices, averag-
ing 5 percent higher than the previous
year. If the forecast for Washington’s
2002 production is lowered, 2002/03
fresh-market apple prices may average
higher than last year.

The overall slump in U.S. apple produc-
tion this year, coinciding with below-aver-
age carryover stocks of 2001 crop apples
and a smaller U.S. pear crop this year,
should also help boost apple prices this
season. In addition, the U.S. Apple Asso-
ciation has reported that the nation’s new
apple crop, especially in Washington, is of
high quality, which should boost demand
in both domestic and export markets.

As of July 1, 2002, the U.S. Apple Asso-
ciation reported U.S. apple holdings at
15.2 million bushels, down 28 percent
from the same time last year and 18 per-
cent below the 5-year average. Holdings
of most apple varieties, including the
most common (such as Red and Golden
Delicious, Granny Smith, Fuji, Gala, and
Mclntosh) were all down significantly
from last year. Holdings of the more com-
mon varieties were also down from the 5-
year average, except for Fuji, Rome, and
Jonathan apples. Fresh apple holdings
(mostly Washington apples in controlled-
atmosphere storage) were down 34 per-

cent, while total processing holdings were
10 percent lower.

Processing apples. Although Washington
is the largest producer of processing
apples, more than half of production
comes from other large producers such as
California, Michigan, New York, Pennsyl-
vania, Virginia, and West Virginia. Crops
are expected to be smaller this year in all
these states. U.S. production of apples for
the processing sector in 2002 will there-
fore likely be limited. Reduced supplies
and lower stocks of processing apples will
help boost grower prices. Production of
processing apples was also down in 2001
from the year before, and although
imports (mainly of apple juice) were
higher, returns to growers were 4 percent
higher, averaging $106 per ton.

With the U.S. market open to most
Chilean fruit, aided in part by countersea-
sonal production schedules in the two
countries, the U.S. has become Chile’s
largest apple export market. Over a third
of last season’s U.S. fresh apple imports
were from Chile, with New Zealand and
Canada following closely in share.

Early reports of a likely smaller European
apple crop this year will provide export
opportunities to Chilean apple growers.
Chile’s exports to the U.S. may be cur-
tailed if apple production declines in mar-
keting year 2002 (marketed January-
December 2003). As yet, there are still no
indications on the size and condition of
the new apple crop in Chile.

Sweet/sour varieties, particularly Granny
Smith apples, are gaining in share of
Chile’s fresh apple exports, mostly to
Europe and the U.S. Meanwhile, the
export shares of traditional red varieties,
destined mostly for the European and
Middle Eastern markets, are declining.
Like the U.S., also a major player in the
global apple market, apple growers in
Chile are rapidly expanding their produc-
tion and exports of new varieties, such as
the Fuji apple, to remain competitive.
Both countries, however, have cut back on
acreage in recent years due to financial
difficulties faced by apple growers. In the
U.S., total bearing acreage of apples
declined in each of the last 4 years.
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Last year’s smaller U.S. apple crop, com-
pared with the previous year, limited
exports during 2001/02. U.S. fresh apple
exports from August 2001 through June
2002 were 19 percent lower than ship-
ments made during the same period of the
previous season. Shipments were down to
most major export markets, with the
largest declines posted in Mexico, Hong
Kong, Indonesia, and Taiwan. In recent
years, U.S. exporters have faced stiffer
competition in Southeast Asian markets
from increased volumes of lower priced
apple exports from China.

The expected smaller European apple
crop and recent shipments of U.S. apples
to Cuba (first shipments arrived in Cuba
the week of July 8, 2002) could provide
increased opportunities for U.S. exporters
this season. Mexico is the market for
about one-third of U.S. apple exports.
However, reduced domestic supplies and a
sharp increase in tariffs imposed on Wash-
ington apples (the outcome of an
antidumping investigation in 1997) will
limit exports during 2002/03.

Reduced production in the fall of 2001
increased U.S. imports of fresh apples

during the 2001/02 marketing season.
Imports from August 2001 through June
2002 totaled 309.7 million pounds, up 3
percent from the same period the year
before. Increases came from nearly all
major foreign suppliers, including Chile
(up 9 percent), New Zealand (up 7 per-
cent), and Canada (up less than 1 per-
cent). Reduced production this year will
likely lead to further increases in imports
during the 2002/03 marketing season.

U.S. imports of apple juice and cider from
August 2001 through June 2002 were 12
percent higher than the volume imported
during the same period a year earlier. The
top three suppliers—Argentina, China,
and Chile—all posted significant increas-
es in shipments to the U.S. However,
imports from Italy, also a major supplier,
declined by more than half. U.S. exports
of apple juice and cider remained
unchanged from the previous year. Lower
shipments to many overseas markets,
including leading markets such as Japan
and Taiwan, offset the sharp increase in
exports to Canada and Mexico.

Agnes Perez (202) 694-5255
acperez@ers.usda.gov

Forthcoming topics in Agricultural Outlook

* Profiling the sweet potato industry

* Domestic market for pulses

* China as a player in fruit and vegetable trade

* Briefs on grapes and citrus
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October Releases—National
Agricultural Statistics Service

The following reports are issued
electronically at 3 p.m. (ET) unless

otherwise indicated.
www.ers.usda.gov/nass/pubs/
pubs.htm
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Weather - Crop Summary
(noon)

Agricultural Chemical Usage -

Restricted Use Summary
Broiler Hatchery
Egg Products
Dairy Products Prices
(8:30 a.m.)
Dairy Products
Poultry Slaughter
Vegetables
Crop Progress (4 p.m.)
Weather - Crop Summary
(noon)
Broiler Hatchery
Cofton Ginnings
(8:30 a.m.)
Crop Production
(8:30 a.m.)
Dairy Products Prices
(8:30 a.m.)
Milkfat Prices (8:30 a.m.)
Turkey Hatchery
Crop Progress (4 p.m.)
Weather - Crop Summary
(noon)
Broiler Hatchery
Milk Production
Dairy Products Prices
(8:30 a.m.)
Cattle on Feed
Cold Storage
Crop Progress (4 p.m.)
Weather - Crop Summary
(noon)
Caffish Processing
(8:30 a.m.)
Chickens and Eggs
(8:30 a.m.)
Broiler Hatchery
Cofton Ginnings
(8:30 a.m.)
Dairy Products Prices
(8:30 a.m.)
Milkfat Prices (8:30 a.m.)
Livestock Slaughter
Monthly Hogs and Pigs
Monthly Agnews
Crop Progress (4 p.m.)
Weather - Crop Summary
(noon)
Rice Stocks
(8:30 a.m.)
Broiler Hatchery

Peanut Stocks and Processing

Agricultural Prices
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Growing American Market

merican consumer interest in
Aorganically grown foods has

opened new market opportunities
for U.S. producers, leading to a transfor-
mation in the organic foods industry.
Once a niche product sold in a limited
number of retail outlets, organic food is
currently sold in a wide variety of venues,
including farmers markets, natural foods
supermarkets, conventional supermarkets,
and club stores. Since the early 1990s,
certified organic acreage in the U.S. has
increased as producers strive to meet
growing demand for organic agricultural
and food products. The dramatic growth
of the industry spurred Federal policy to
facilitate organic marketing.

Supermarkets Expand
Organic Offerings

The U.S. organic food industry crossed a
threshold in 2000: For the first time, more
organic food was purchased in conven-
tional supermarkets than in any other type
of venue. Packaged Facts, a market
research firm, indicates that of the $7.8
billion spent on organic food in 2000,
consumers purchased 49 percent in con-
ventional supermarkets, exceeding the 48
percent sold in natural foods stores. This
contrasts sharply with the early 1990s,
when an estimated 7 percent of all organic

products was sold in conventional super-
markets and 68 percent in natural foods
stores. Organic products are now sold in
73 percent of all conventional supermar-
kets, along with nearly 20,000 natural
foods stores.

Certified organic acreage is increasing to
meet growing consumer demand, dou-
bling between 1992 and 1997 to 1.3 mil-
lion acres. Preliminary estimates for 2001
indicate a similarly high rate of growth
between 1997 and 2001. New organic
products are also rapidly entering the
market—over 800 in the first half of
2000. Desserts made up the majority of
new products in 2000, while most new
products introduced in 1999 were bever-
ages.

New USDA standards for organic food,
slated to be fully implemented by October
21, 2002, are expected to facilitate further
growth in the organic foods industry. The
national organic standards address the
methods, practices, and substances used
in producing and handling crops, live-
stock, and processed agricultural products
that are sold, labeled, or represented as
organic. The standards define organic
production as a system that is managed
“to respond to site-specific conditions by
integrating cultural, biological, and

mechanical practices that foster cycling of
resources, promote ecological balance,
and conserve biodiversity.”

Organic food is sold to consumers
through three main venues in the U.S.—
natural foods stores (including natural
foods supermarkets, health food shops
and coops), conventional grocery stores,
and direct-to-consumer markets. Industry
sources indicate that a small amount of
organic products is also exported to for-
eign markets, but this is difficult to track
because the trade monitoring system
does not yet include codes for organic
products.

Various industry sources have reported
retail sales of organic food for over a
decade. A trade publication, the Natural
Foods Merchandiser (NFM), estimated
total organic sales through all marketing
outlets rose steadily from about $1 billion
in 1990 to $3.3 billion in 1996. Packaged
Facts reported organic food sales totaling
$6.5 billion in 1999 and $7.8 billion in
2000. According to these sources, indus-
try sales have grown by 20 percent or
more annually since 1990.

Fresh produce is the top-selling organic
category by sales value, followed by
nondairy beverages (including juice and
soymilk), breads and grains, packaged
foods (such as frozen and dried foods,
baby food, soups, and desserts), and dairy
products. Organic dairy was the most rap-
idly growing market segment during the
1990s.

Consumer Interest Varies

At least three industry groups—Walnut
Acres, Food Marketing Institute, Hartman
Group—as well as The Packer, a produce
business publication, have conducted
nationwide surveys of American con-
sumers about their preferences and buying
habits for organic food. These surveys
posed different questions to consumers,
and several focused exclusively on the
fresh produce segment of the organic mar-
ket. Consequently, caution must be used
in comparing results and generalizing.

The Hartman Group’s 2000 survey found
that approximately one-third of the U.S.
population was currently buying organi-
cally grown food products, with “light
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organic buyers” (those who buy some
organic food) accounting for 29 percent of
the U.S. population and “heavy buyers”
(those who buy many organic food prod-
ucts) accounting for 3 percent. The
Walnut Acres Survey in 2001 found that
63 percent of respondents purchased
organic food at least sometimes, and 57
percent of the purchasers had been doing
so for at least 3 years. The Food Market-
ing Institute’s survey in 2001 found that
66 percent of surveyed shoppers bought
organically grown foods.

According to the Food Marketing Institute
survey, 37 percent of those who bought
organically grown food did so to maintain
their health. Consumers surveyed by the
Hartman Group reported multiple reasons
for purchasing organic food: health and
nutrition (66 percent), taste (38 percent),
environmental concerns (26 percent), and
availability (16 percent). The Packer’s
Fresh Trends survey in 2001 revealed that
for 12 percent of the surveyed shoppers,
the “organic” label was a primary factor
in their purchasing decision. Sixty-three
percent of the respondents of the Walnut
Acres survey believed that organic food
and beverages were more healthful than
their conventional counterparts.

The Packer’s Fresh Trends survey found
that of the shoppers who had purchased
organic produce in the previous 6 months,
more purchased vegetables than fruit.
According to the Hartman Group survey,
the top 10 organic products were straw-
berries, lettuce, carrots, “other fresh fruit,”
broccoli, apples, “other fresh vegetables,”
grapes, bananas, and potatoes. The Hart-
man survey also found that fruits and veg-
etables were gateway or entrance cate-
gories into organic foods. In the Walnut
Acres Survey, 64 percent of surveyed con-
sumers who did not purchase organic food
every time they shop cited price as the
main reason.

Universities are also starting to examine
consumer behavior toward organic food
and agriculture. Academic studies so far
are limited in scope and geographic cov-
erage. Some preliminary findings are that
consumers consider the following factors
when purchasing fresh produce: appear-
ance (the fewer defects the better), price,
size and packaging, whether the item is
on sale, and whether the item is organic.

Fresh Fruits and Vegetables Are the Top-Selling Organic Foods

$ billion

25

20

Fresh fruits and
vegetables

Nondairy
beverages

Source: Nutrition Business Journal, 2000.

Economic Research Service, USDA

Also, some studies have found the most
likely purchasers of organic produce to be
younger households in which females do
the shopping, smaller sized and higher
income households, households knowl-
edgeable about organic agriculture, and
those with children under 18.

The Organic Marketing Chain

As food moves from farm to consumer, it
passes through many hands. Some foods
are fresh when delivered (apples and
eggs), while others are processed before
delivery (pasta and bread). Each commod-
ity, depending in large part on whether it
is fresh or processed, follows an individu-
alized path from farm to market. Regard-
less of whether they are fresh or
processed, higher quality products and
products with unique attributes (such as
organic foods) generally have a higher
selling price. As a result, farmers have a
strong incentive to produce and sell com-
modities with quality and other price-
enhancing attributes intact.

Since most foods pass through a number
of intermediaries as they move from the
farm to the consumer, maintaining premi-
um product integrity along the marketing
chain is a challenge. Each agent along the
chain must begin by moving the product
to the next agent quickly. Farmers need to

Breads and
grains

Packaged
foods

Dairy products

sell their perishable commodities immedi-
ately after harvesting, while distributors,
brokers, and wholesalers need to move
fresh products to retailers as quickly as
possible.

National organic production standards are
tailored for different categories of crops
and livestock, and the organic integrity of
certified products must be maintained
throughout the production and marketing
chain.

Fresh Produce—Highest in Organic
Food Sales. Fresh fruits and vegetables
were the first organic products marketed
half a century ago, and are still the top
organic food category. Sales of organical-
ly grown fresh produce grew by over 50
percent between 1999 and 2000, accord-
ing to industry sources.

In accord with the new national standards,
organic fruit and vegetable producers
must rely on ecologically based practices,
such as biological pest management and
composting, and produce crops on land
that has had no prohibited substances
applied to it for at least 3 years prior to
harvest. Soil fertility and crop nutrients
are managed through tillage and cultiva-
tion practices, crop rotations, and cover
crops, supplemented with manure and
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How Were the Consumer Surveys Conducted?

Survey Year published Methodology

Walnut Acres Survey 2001 Telephone interviews with nation-
ally representative sample of 1,000
adults. Sample collected March 1-
March 5, 2001.

Food Marketing 2001 Telephone interviews with nation-

Institute Survey ally representative sample of 1,200
adults.

Hartman Group, 2000 Mail questionnaire sent to 40,000

the Organic households nationwide, of

Consumer Profile which 26,434 responded. Sample
conformed to a cross-section of
the population based on the 2000
Census.

The Packer's 2001 Two separate surveys: 1) A tele-

Fresh Trends Surveys

crop waste material and permitted syn-
thetic substances. Crop pests, weeds, and
diseases are controlled through cultural,
biological, and mechanical management
methods. Organic fruits and vegetables
must be stored and shipped separately
from conventionally grown produce.
Organic produce is shipped or packed in
containers free from synthetic fungicides,
preservatives, or fumigants.

The first stage in the organic fresh fruit and
vegetable marketing chain—production
and preparation of produce for shipment—
involves growers, packers, and shippers
working together in a number of possible
combinations. In some cases, one firm
grows, packs, and ships the produce, while
in other cases one firm grows and another
packs and ships. Organic produce can
either be sold to retailers by a broker or
delivered to a terminal market, where it is
sold by wholesalers to retailers. In practice,
most organic produce is sold through a
specialty broker rather than in a terminal
market. In some instances, when a specific
variety, quality, or quantity is desired, larg-
er retailers may buy fresh fruits and veg-
etables directly from the produce shipper.

phone survey of 1,000 nationally
representative households. Average
phone conversation was 10 min-
utes. 2) In-store interviews with
5,000 consumers in June 2001 and
August 2001.

Organic produce is also sold directly to
consumers through farmers’ markets,
“community supported agriculture” sub-
scriptions, and roadside stands. A larger
proportion of organic sales than of con-
ventional sales is made through direct
markets, which have been gaining popu-
larity over the last decade. According to
USDA’s Agricultural Marketing Service,
the number of farmers’ markets in the
U.S. jumped from 1,755 in 1994 to 2,863
in 2000. The number of farmers and con-
sumers using these markets approximately
tripled during this period, to 66,700 farm-
ers serving 2.7 million consumers.

Organic Processed Food—Abundant and
Varied. Organic processed foods include
frozen vegetables and entrees, pasta,
canned vegetables, baby food, sauces in
jars, and shelf-stable entrees. New product
offerings continue to appear in every
supermarket aisle.

In accord with the new standards, a certi-
fied organic processed product, such as
pasta or frozen pizza, is first prepared
using at least 95 percent organic ingredi-
ents. For products that contain 70-95 per-
cent organic ingredients, processors may

label the product “made with organic
ingredients.” Organic and conventionally
grown ingredients must be kept separate,
and the organic ingredients must be stored
in containers that do not compromise the
organic nature of the food. Neither organ-
ic nor conventional ingredients in organic
products can be treated with ionizing radi-
ation or synthetic solvents, or arise from
excluded processes (such as genetic engi-
neering).

There are several basic marketing chan-
nels for processed organic foods, once
farmers produce the organic raw com-
modities. In one channel, farmers send the
commodities to the manufacturer, who
converts them into a processed product. A
distributor then moves processed products
from manufacturers to retailers. In another
channel, a shipper procures the raw com-
modities from farmers, ensures that the
commodities meet the manufacturer’s
organic standards, and delivers them to
manufacturers. After creating the
processed good, the manufacturer moves
the products to retailers.

Organic farmers also produce a large
array of value-added products—foods
processed on their farm or in farm-owned
plants or farm-based cooperatives—and
sell many of these products directly to
consumers. According to a survey of
organic producers by the Organic Farming
Research Foundation, 31 percent pro-
duced value-added products in 1997.
These products included salsa, syrup,
cider, pickles, preserves, vinegar, dried
and canned fruits and vegetables, butter,
yogurt, cheese, milled flours, sausages
and other processed meats, baked goods,
and wine.

Organic Dairy Products—the Fastest
Growing Segment. Organic dairy was the
most rapidly growing organic market seg-
ment during the 1990s, with sales up over
500 percent between 1994 and 1999.
Sales of most organic dairy products—
including milk, cheese, butter, yogurt, and
ice cream—have been rising in both con-
ventional and natural foods supermarkets.

Organic dairy products, as defined by the
USDA, are made from the milk of ani-
mals raised under organic management.
The cows are raised in a herd separate
from conventional dairy cows, receive
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preventive medical care such as vaccines
and dietary supplements of vitamins and
minerals, but are not given growth hor-
mones or antibiotics. Based on stage of
production, the climate, and the environ-
ment, all organically raised dairy cows
must have suitable access to pasture, the
outdoors, shade, shelter, exercise areas,
fresh air, and direct sunlight.

Organic dairy products must make use of
milk from animals raised organically for
at least 1 year prior to milking, or from
cows converted from conventional to
organic production. To convert cows to
organic production, the cows must be fed
a diet consisting of at least 80 percent
organic feed for 9 months, and then 100-
percent organic feed for 3 additional
months, or must be grazed on land that is
managed under a certified organic plan.

The process used to bottle milk and to
make and pack cheese, ice cream, yogurt,
and other dairy products must also be certi-
fied. The processor is required to keep
organic and nonorganic products separate,
and to prevent organic products from hav-
ing any contact with prohibited substances.

Regionally distributed organic dairy prod-
ucts are bottled and processed in a small
local dairy, and may contain milk from
one or more farms. In contrast, organic
dairy products that are distributed nation-
ally are marketed in two different ways.
In the first, milk from several farms is
processed and then distributed nationwide
through a marketing cooperative. In the
second option, many farms produce milk
under contract for a dairy, which pasteur-
izes and bottles milk, or processes it into
cheese or ice cream. In both cases, the
organic dairy products are distributed
under a brand name.

Future Prospects

Many industry analysts expect demand for
organically grown foods to continue
growing at a rapid pace, as more U.S.
growers move into organic production and
more processors and distributors expand
or add organic selections in their product
lines. In addition to organic foods that
have already been growing at a fast
pace—including dairy products, juices,
soymilk, frozen pizza, and dinner
entrees—expanded organic beef and other

USDA Organic Marketing System Support

Agricultural Marketing Service (AMS) is home to the National Organic Program
(NOP), which developed, implemented, and currently administers national produc-
tion, handling, and labeling standards for organic agricultural products. The NOP
also accredits the certifying agents (foreign and domestic) who inspect organic pro-
duction and handling operations to ensure that they meet USDA standards.

To facilitate the export of U.S. organic agricultural products, the NOP is working to
establish formal recognition agreements with foreign governments
(www.ams.usda.gov/nop). The AMS Fruit and Vegetable Market News has provided
price data for some organically grown fruits and vegetables at the Boston wholesale
market for a number of years, and has occasionally provided data on a few other

markets (www.ams.usda.gov/fv/mktnews.html). AMS is also involved in several
areas of organic marketing research, working either independently or in cooperation

with major universities.

Economic Research Service (ERS) conducts economic research and develops and
distributes a broad range of economic and other social science information and
analysis on organic agriculture. ERS' briefing room on organic agriculture describes
characteristics of the U.S. organic farm sector, including estimates of certified
organic farmland acreage and livestock, by commodity and by state. The briefing
room also features data depicting industry growth and sales and highlights ERS
publications on organic agriculture and current organic-related activities of ERS
researchers (www.ers.usda.gov/briefing/Organic/).

Foreign Agricultural Service (FAS) assists the organic industry with U.S. export
programs and services. FAS, in conjunction with AMS, has developed protocols for
working with foreign nations to keep organic trade moving as more countries devel-
op organic standards, including labeling, certification, and market access. FAS has
helped fund the promotion of U.S. organic products in Canada, Europe, and Japan.
FAS publishes Organic Perspectives, a newsletter containing reports from around
the world as well as items on the U.S. national organic program and the domestic
organic industry (www.fas.usda.gov/agx/organics/organics.html).

meat selections, new processed products,
and new types of health-promoting foods
are likely to appear on the market. Some
new organic products are aimed at main-
stream markets—Heinz, for example, has
just launched an organic catsup—while
others may target Spanish-speaking and
other groups. Products like kefir, a health-
promoting cultured-milk beverage, are
gaining popularity among health-con-
scious consumers.

Demand for organically grown food in
local markets is also likely to rise as the
renaissance in farmers’ markets continues
and more local communities—in both
high- and low-income areas—pay greater
attention to increasing consumer access to
fresh, healthy food.

Carolyn Dimitri (202) 694-5252
cdimitri@ers.usda.gov

Catherine Greene (202) 694-5541
cgreene@ers.usda.gov

For more information see:

ERS Organic Agriculture briefing room
www.usda.gov/briefing/organic

Recent Growth Patterns in the U.S.
Organic Foods Market
www.ers.usda.gov/publications/aib777/

National Organic Program
USDA'’s Agricultural Marketing Service
www.ams.usda.gov/nop/
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French Fries
Driving Globalization of
Frozen Potato Industry

riven largely by growing populari-
Dty of Western-style cuisine, partic-

ularly fast food via quick-service
restaurants (QSRSs), frozen french fries
and other frozen potato products are gen-
erating billions of dollars in sales world-
wide each year. Although precise world-
wide production and sales figures for
frozen fries are not available, global
frozen potato production capacity is esti-
mated to be at least 9.6 million metric
tons (mmt) a year.

Worldwide exports of frozen potato prod-
ucts in 2000 (over 90 percent of which is
frozen french fries) were valued at $1.9
billion. This export value does not
account for the billions of dollars of
frozen potato products produced and sold
domestically in countries around the
world.

The rapid global expansion of QSRs is
key to the tremendous growth in world-
wide consumption and trade of frozen
potato products. Beginning in the U.S. in
the 1950s, the QSR chains of McDonald’s
and Burger King expanded rapidly.
Expansion through the 1960s occurred
primarily in the U.S., but these restaurants

began to open franchises around the world
in the 1970s. Early expansion was con-
centrated in Canada, Western Europe,
Japan, Hong Kong, Australia, and New
Zealand.

Additionally, new firms such as Wendy’s
emerged and began expanding. In the
1980s and 1990s, QSR growth was occur-
ring worldwide, surging in many Asian
countries as well as in Latin America,
while continuing to grow in the original
markets. By 2001, McDonald’s had over
29,000 outlets in 121 countries, Burger
King had over 11,000 in 57 countries, and
Wendy’s over 5,000 in 34 countries.

Growth of an Industry

Rapid, continuing growth in the fast-food
industry over the years has spawned
growth in the frozen potato industry, first
in the U.S. and then worldwide. Commer-
cial production of french fries began in
the U.S. on a small scale in the mid-
1940s, but did not develop into a major
industry until after the inception of QSRs
in the 1950s. As QSRs expanded, so did
the frozen potato products industry, with
U.S. output increasing from 129 million

pounds in 1955 to 3.9 billion pounds in
1980, and to an estimated 9.3 billion
pounds in 2000.

Despite the industry’s dramatic growth,
ever-increasing domestic and international
demand for frozen french fries far exceed-
ed U.S. processing capacity. By the
1970s, processors in Canada and Western
Europe were producing fries to meet the
growing demand. Today, the U.S. still
ranks as the largest producer of frozen
french fries in the world, turning out an
estimated 3.6 mmt of fries in 2000. The
Netherlands ranked second in 2000, pro-
ducing 1.2 mmt, while Canada was third
with 1.1 mmt.

Without frozen fry production statistics
from every country, assessing shares of
global production is difficult, but it is
likely that the U.S., the Netherlands, and
Canada collectively produce 60-80 per-
cent of the world total. The bulk of the
remaining fry production occurs in other
European Union (EU) nations (particular-
ly Belgium, France, Germany, and the
United Kingdom) and, to a lesser extent,
Australia and New Zealand. French fries
are also produced in Eastern Europe,
Asia, Africa, and South America. As
french fry consumption rises in these
areas, local production is likely to
increase as well.

Maijor & Potential Markets

While frozen potato products are clearly
global commodities today, the predomi-
nant markets are still the U.S., the EU,
Canada, and Japan. However, as these
markets mature, their growth potential is
likely to be limited. This is most evident
in the U.S., the oldest and largest single-
country market for frozen potato products,
where demand seems to have leveled off
in recent years. Per capita utilization of
frozen potato products in the U.S. is esti-
mated at 29.4 pounds per person in 2001,
2.4 percent below the record set in 1996.

Further evidence of market maturity is the
somewhat slower expansion of traditional
burger and fry outlets in the U.S. com-
pared with the rest of the world. In 2001,
for example, the number of McDonald’s
outlets in the U.S. increased by only 2.3
percent from the previous year compared
with 4.8 percent worldwide. With over
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13,000 outlets in the U.S. in 2001, there
was one McDonald’s for approximately
every 22,000 people. Canada ranks sec-
ond with one McDonald’s outlet for
approximately every 25,000 people.

Japan is also showing signs of market
maturity for frozen potato products, with
consumption leveling off recently after
years of rapid growth. Per capita con-
sumption of frozen potato products in
Japan reached 5.3 pounds in 1999, and
has hovered at around the same level
since then. Most of this consumption
occurs through the food service industry,
with McDonald’s by far the leading retail-
er. After the U.S. and Canada, Japan ranks
third in the number of McDonald’s outlets
per capita, with one outlet for approxi-
mately every 33,000 people.

However, other indicators seem to show
that the Japanese market may not be quite
as mature for frozen potatoes as the U.S.
market. McDonald’s added 224 new out-
lets in Japan in 2001 (up 6.2 percent from
2000—a higher growth rate than U.S. and
world averages). Also, “ready-to-eat”
french fries, sold through convenience
stores, are a relatively new product gain-
ing popularity in Japan. Although still less
than 10 percent of the market, this prod-
uct could help boost Japanese french fry
consumption in coming years.

QSRs have operated in most EU countries
since the 1970s, and in 2001 there was
one McDonald’s restaurant for every
125,000 people (including Eastern
Europe). European per capita utilization
of frozen potato products in 2000,
although based on limited data from only
13 countries, is estimated at about 13.7
pounds per person, about half the U.S.
level. However, per capita utilization in
the United Kingdom (UK), the largest
European market for frozen potato prod-
ucts, was an estimated 34.6 pounds per
person in 2000, 15 percent higher than the
1999 level, due largely to surging demand
in the catering sector.

Countries with the most growth potential
for frozen potato products in coming years
are likely to be those that are still largely
untapped by the QSRs, particularly in Asia
and Latin America. As these regions con-
tinue to develop economically, QSR out-
lets will likely expand, increasing demand

U.S. Production of Frozen Potatoes Rises Rapidly With Expansion

Of Quick Service Restaurants
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Economic Research Service, USDA

for frozen potato products. In Latin Ameri-
ca, there is currently only one McDonald’s
for every 332,000 people, and in the
Asia/Pacific region, there is only one out-
let for every half million people.

Two countries with perhaps the most
potential for QSR growth and potential
demand for frozen potato products are
China and India. The QSR industry in
China has developed rapidly in recent
years (e.g. McDonald’s expanded the
number of outlets from 326 in 2000 to
430 in 2001—a 32-percent increase), but
is still in relative infancy. As of 2001,
there was only one McDonald’s for
approximately every 3 million people in
China. And in India, with a population of
nearly a billion, the QSR industry has not
even begun to develop, with only 34
McDonald’s outlets in the entire country
in 2001.

World Trade Dominated by a
Handful of Countries

The Netherlands, Canada, and the U.S.
accounted for 67 percent of total world
export volume in frozen potato products
in 2000, down from 86 percent in 1980.
Half the loss in export-market share of
these three countries has occurred since

the mid-1990s. During this time, many
other countries producing frozen potatoes
—e.g., France, the UK, and New
Zealand—expanded production capacity
and increased exports. Meanwhile, several
new countries—e.g., Poland, Argentina,
China, and India—entered the frozen
potato production and trade arena. Output,
capacity, and exports from the Nether-
lands, Canada, and the U.S. continued to
rise, but increasing competition caused
their overall export market share to fall. In
2000, Belgium edged out the U.S. to
become the third-largest exporter of
frozen potato products by volume, but
still ranked fourth in value.

The world’s largest exporter of frozen
potato products is the Netherlands. In
2000, it exported just over 1 mmt (valued
at $567 million) of frozen potato prod-
ucts, nearly 90 percent going to other EU
nations. Other markets for Dutch frozen
potatoes include the Middle East, South
America, and Eastern Europe. With EU
markets beginning to mature, future
Dutch export growth may focus on East-
ern Europe, Russia, and South America.

The second-largest exporter of frozen
potato products in the world is Canada,
which in 2000 exported 624,399 metric
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Canada Is a Rising Star in the Frozen Potato Export Market:

In Volume. ..
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tons (mt), valued at $423 million. Nearly
90 percent went to the U.S. Between 1989
and 2000, Canadian exports of french
fries to the U.S. rose an average of 25
percent per year. In 2000, Canadian fries
accounted for about 13 percent of all fries
consumed in the U.S., up from only 2 per-
cent in 1989.

Much of Canada’s fry processing capacity
is located in the central and eastern por-
tions of the country. This creates a com-
parative advantage over Western U.S. pro-
ducers when shipping to the Midwest and

Eastern U.S. In addition, the relative
weakness of the Canadian dollar (com-
pared with the U.S. dollar) in recent years
has given Canadian fry producers an
advantage in shipping to the U.S. Exports
of frozen potato products to Japan have
risen in recent years, accounting for about
13 percent of the Japanese import market
in 2000 (the U.S. accounted for 85 per-
cent). With Canadian processing capacity
continuing to expand, Canadian exports
are expected to continue increasing as
well.

The U.S. is the third largest exporter of
frozen potato products in value. In 2000,
the U.S. exported 511,922 mt of frozen
potato products, valued at $370 million.
The largest foreign markets for U.S.
frozen potato products are in Asia and the
Pacific Rim, accounting for 84 percent of
U.S. export volume in 2000.

The largest single export market for U.S.
french fries is Japan, accounting for 46
percent of U.S. fry export volume in
2000. U.S. fry exports to Japan rose an
average of 20 percent a year in the 1980s
and 9 percent a year in the 1990s. The
U.S. share of the Japanese frozen potato
product import market rose from 84 per-
cent in 1990 to a high of 90 percent in
1998, before falling to 85 percent in 2000.
The recent decline in market share in
Japan is the result of increased competi-
tion (particularly from Canada) and
increased U.S. exports to other Asian and
Latin American countries.

Other major markets for U.S. frozen pota-
to products in Asia include China (11 per-
cent of U.S. export volume, including
Hong Kong), South Korea (7 percent),
Taiwan (6 percent), and the Philippines (4
percent). In the Western Hemisphere,
Canada and Mexico are the major markets
for U.S. frozen potatoes with export
shares of 3 and 6 percent, respectively.

Globalized Production
& Foreign Direct Investment

Although output of U.S. frozen potato
products has continued to expand and
benefit from globalization of the QSR
industry, increased worldwide demand has
also led to globalization in the production
sector. As worldwide demand for frozen
potato products increases, a natural pro-
gression for the processing industry has
been to invest directly in major markets
abroad, building and expanding process-
ing plants worldwide. This reduces trans-
portation costs by minimizing shipping
distances, and helps stabilize the overall
market by limiting the effects of local
crop disasters and shortages.

The motivation for foreign direct invest-
ment (FDI) in frozen potatoes is no differ-
ent from related sectors such as wineries
or beverages. FDI is motivated primarily
by pressures to reduce transaction costs,
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to access and develop foreign markets,
and to jump trade barriers. FDI in frozen
potatoes is also driven by a need for a
cost-effective, stable, and adequate supply
of frozen potatoes to meet the demands of
a growing worldwide QSR sector.

Decisions about where and how much to
invest also depend on factors specific to
host countries. First, a host country must
have large markets for frozen potato prod-
ucts, or markets with excellent growth
potential. Second, a host country must
have the ability to produce ample supplies
of processing potato varieties at a compet-
itive cost, along with the infrastructure
necessary to support the movement and
storage of both raw potatoes and finished
products to and from processing locations.
Finally, factors such as a host country’s
economic and political stability are likely
to affect investment decisions. Expansion
of processing plants around the world in
recent years is testimony to increasing
FDI in the frozen potato industry.

FDI & Exports

As FDI and globalization of production
increase, they are likely to affect global
trade in frozen potato products. The rela-
tionship between exports and FDI is influ-
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enced by factor productivity and cost, as
well as monetary and fiscal policies in the
home country and host countries. Addi-
tionally, the relationship between exports
and FDI depends on characteristics of the
host country (e.g., gross domestic product
and resource endowments, per capita
income, infrastructure, and markets),
industry or product (e.g., size, structure,
concentration, and inputs), and the risks
associated with trade and/or investments.

Analysis of the relationship between FDI
and exports in the U.S. processed food
industry provides mixed conclusions. One
study found evidence that exports may
serve as a precursor to FDI. Another
study, which explored the relationship
between exports and FDI for six food
manufacturing firms, found three dis-
parate patterns among firms, suggesting
that the export-FDI relationship is
ambiguous. A third study, using processed
food industry data from the countries of
the Organization for Economic Coopera-
tion and Development, showed substi-
tutability between FDI and exports.

Although lack of data on FDI in the
frozen potato industry inhibits strong con-
clusions about the nature of the relation-

ship between exports and FDI, the rela-
tionship appears ambiguous and may
change over time and across countries. In
the short run, FDI may complement
home-country exports because foreign
production may enable companies to
lower transaction costs and open even
more new markets for their products. Pro-
ducing frozen potato products locally in
foreign countries may initially stimulate
demand in those countries by helping to
introduce the product to consumers. If
demand for the product increases beyond
what can be produced locally, it could
boost exports from the parent companies’
home country.

In the long run, however, FDI may
replace home-country exports if local pro-
duction increases sufficiently to satisfy
local demand. This may occur as world-
wide markets mature and worldwide pro-
duction capabilities improve.

Charles Plummer (202) 694-5256
cplummer@ers.usda.gov

Shiva Makki (202) 694-5316
smakki@ers.usda.gov

Find more information on the ERS
Potatoes briefing room
www.ers.usda.gov/briefing/potatoes

Mark your calendar

USDA's 79th

Agricultural Outlook Forum

An open market for issues and ideas

Watch for details at www.usda.gov/oce/waob/agforum.htm

To receive program updates by email
send requests to agforum@oce.usda.gov
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U.S. Agricultural Exports
To Rise $4 Billion in 2003

soybeans, reflecting drought-

reduced U.S. production, are expect-
ed to boost the value of U.S. agricultural
exports to $57.5 billion in fiscal year
2003, a 7.5-percent gain over 2002. Bulk
commodity exports are likely to lead the
gains, although high-value product (HVP)
exports also are expected to increase.
Higher corn export volume is more than
offset by lower soybean volume, pulling
bulk export volume down from 2002.

S harply higher prices for grains and

U.S. agricultural imports also are project-
ed up in 2003, but with a smaller gain
than for exports. Forecast at $42 billion,
imports will be $1.5 billion (4 percent)
above estimates for 2002. This rate of
growth over the previous year is higher
than in some recent years that were
plagued by financial crises, but is still
well below the strong average annual
rates of growth of U.S. imports in the
mid-1990s.

Most of the projected increase in import
value is in horticultural products, such as
fruits and juices, and wine and malt bev-
erages. These products are likely to show
gains in both volume and value. Most
U.S. horticultural product imports come
from Canada and Mexico.

The 2003 U.S. agricultural export surplus
is forecast at $15.5 billion, 19 percent or
$2.5 billion above the surplus estimated
for 2002. This would be the largest export
surplus since fiscal year 1998.

Bulk Product Export Gains
Exceed High-Value Products

Bulk exports include wheat, rice, coarse
grains, soybeans, cotton, and tobacco.
Projected at $21 billion, bulk commodi-
ties lead the gains in value, increasing 14
percent over 2002 compared with only an
estimated 4-percent increase in value for
HVP exports in 2003. Higher prices from
drought-induced production drops are
largely responsible. Average export unit
values for corn, soybeans, and wheat are
projected sharply higher.

Volume of bulk commodity exports is
expected to decline to 110.3 million tons
in 2003 from 114.9 million tons in 2002,
due to an expected sharp drop in soybean
exports. Corn volume is anticipated to rise
by 2.5 million tons, taking advantage of
less foreign competition, and stronger
imports by Canada and Mexico. U.S. soy-
bean export volume is projected down by
6.5 million tons, reflecting reduced
prospects for the U.S. crop, as well as the
likelihood of greater foreign competition

from larger South American supplies.
Wheat volume will slip 500,000 tons.

As prices rise, bulk commodities’ share of
total U.S. agricultural export value is pro-
jected at 36.5 percent in 2003, a gain from
the 34.4-percent share estimated for 2002.
This would be the first increase in share
for bulk commodities since fiscal years
1995 and 1996, when exports reached
record levels and bulk exports rose

sharply.

HVP exports include products such as
meat, vegetable oils and meals, fruits,
vegetables, and packaged, frozen, and
canned foods. While still larger in total
value than bulk exports, HVP exports, at
$36.5 billion, are expected to contract to a
63.5-percent share from the 65.6 percent
estimated for 2002. Shipment of higher
valued goods tends to be more dependent
on global income growth and demand for
luxury goods than do staple bulk com-
modities.

Global Economic Recovery
To Be Uneven

Global income growth is fueled by eco-
nomic growth. In 2003, the world’s gross
domestic product (GDP) is expected to
show modest recovery from the slowdown
that began in 2001 and continued in 2002.
But the distribution of growth is expected
to be uneven from region to region. Glob-
al GDP growth is projected at 3 percent
for 2003, compared with less than 2 per-
cent in 2002.

Some of the modest economic gain will
occur in developed countries, such as the
U.S. and the European Union (EU). The
U.S. economy has already begun to
rebound this year, and growth is expected
to increase to about 3 percent next year.
Growth in the EU also is projected to be
approximately 3 percent in 2003.

However, growth in other developed
economies, such as Japan, is projected to
remain very slow. Japan’s GDP growth in
2003 is projected at 1 percent or less.
Some analysts even expect Japan to
remain in recession in 2003, as doubt
about the depth of its financial system’s
structural problems continues to weaken
business expectations. Consequently,
developed-country GDP growth is fore-
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cast up only modestly in 2003 to 1.5 per-
cent, from 1.1 percent in 2002. And, since
global economic recovery is largely
dependent on growth in the developed
economies, recovery elsewhere also is
likely to be uneven in 2003.

Developing countries as a group are fore-
cast to show stronger gains than devel-
oped countries, with GDP increasing
about 5 percent in 2003. While stronger
economic growth is projected in some
developing countries, others continue to
experience financial crises. Asia’s growth
will be buoyed by continued annual
growth of 5-8 percent in China and India,
which are largely unaffected by slow
world growth. Other Asian countries, such
as South Korea, Taiwan, Malaysia, the
Philippines, and Thailand, are likely to be
dependent on growth in the U.S. and
Europe.

In Latin America, the large markets—
Mexico, Brazil, and Argentina—are cause
for concern. Mexico’s projected growth
for 2003 is likely to be more favorable
than in 2002, as its growth is closely tied
with that of the U.S. But Argentina and
other South American economies such as
Brazil continue to suffer serious economic
and financial problems, which may reduce
growth potential as well as hamper their
competitiveness in global agricultural
markets.

The U.S. dollar has depreciated slightly
from its strong position of recent years.
Against the euro and other developed-

This is USDA’s initial forecast of
agricultural exports for fiscal year
2003 (released August 29, 2002). It
reflects USDA forecasts in the August
12, 2002 World Agricultural Supply
and Demand Estimates report. Bulk
commodities include wheat, rice, feed
grains, soybeans, cotton, and tobacco.
High-value products (HVPs) comprise
total exports minus bulk commodities.
HVPs include semi-processed and
processed grains and oilseeds (e.g.,
soybean meal and oil), animals and
animal products, horticultural prod-
ucts, and sugar and tropical products.
A breakout of U.S. agricultural
exports and imports by major com-
modity group—both volume and
value—for 2000-03 is included in
appendix table 27.

economy currencies this depreciation may
be insufficient to help promote exports.
The continued relative strength of the dol-
lar, and appreciation against the yen, may
temper expected gains in U.S. agricultural
exports and continue to encourage import
growth in 2003.

Drought Affects
Corn & Soybean Exports

Drought in the U.S., and reduced export
competition, will be major factors reduc-
ing soybean exports in 2003. U.S. produc-
tion is forecast down to 71.5 million tons
from 78.7 million in 2002. Export volume
is expected to plummet to just 22.3 mil-
lion tons, down 23 percent from 2002,

U.S. Agricultural Exports: Forecast and Recent Performance

and the lowest level of soybean exports
since 1994. Brazil, in contrast, is expected
to increase production and exports signifi-
cantly in 2003. Argentina, faced with a
financial crisis, will help boost export
competition by switching some acreage
from corn (higher production costs) to
soybeans (lower production costs), reduc-
ing costs and raising export value. Fore-
cast U.S. soybean export value remains
unchanged at $5.4 billion, despite the
drop in volume, as the drought pushes
prices to a 5-year high.

U.S. corn exports are projected up 5 per-
cent to 51 million tons in 2003. Exports
of other coarse grains, however, are pro-
jected the same to slightly less in volume.
Corn export value is projected up 32 per-
cent to $6.2 billion. Drought will reduce
the U.S. corn crop, and with the U.S.
accounting for about two-thirds of global
corn exports, U.S. corn prices determine
global prices, which rise significantly.
Despite the lower production, U.S. sup-
plies are expected to be sufficient to
replace reduced exports from Argentina,
where the financial crisis and high input
costs are reducing corn area and produc-
tion.

The smallest U.S. wheat crop in 30 years,
coupled with drought-reduced crops in
Canada and Australia, will raise wheat
prices. U.S. wheat and flour exports are
projected at 25 million tons, which rises
to $4 billion. While large, lower priced
supplies will be available from the Black
Sea region and a near-record crop is
expected in the EU, the sharply lower pro-

Commodity 1997 1998 1999 2000 2001 2002 2003
$ billion
Grains and feeds' 16.5 141 14.4 13.9 13.9 141 16.5
Oilseeds and products 115 11.1 8.7 8.6 8.8 9.6 9.8
Livestock products 7.6 7.5 71 8.5 8.8 8.7 8.9
Poultry and products 2.9 2.7 2.1 2.2 2.5 2.4 2.6
Dairy products 0.8 0.9 0.9 1.0 1.1 1.0 1.1
Tobacco, unmanufactured 1.6 1.4 14 1.4 1.2 1.2 1.3
Cotton and linters 2.7 2.5 1.3 1.8 2.1 2.3 2.7
Seeds 0.8 0.8 0.8 0.8 0.7 0.8 0.8
Horticultural products 10.6 10.3 10.3 10.5 111 11.2 11.5
Sugar and tropical products 2.1 2.1 2.1 2.3 2.6 2.3 2.4
Total value? 57.3 53.6 491 50.7 52.7 53.5 57.5

Fiscal years: 2002 estimated; 2003 forecast. Reflects forecasts in the August 12, 2002 World Agricultural Supply and Demand Estimates.
1. Includes pulses and processed grain products. 2. Includes a small amount of miscellaneous products not elsewhere classified.
Sources: U.S. Department of Agriculture and Census Bureau, U.S. Department of Commerce.

Economic Research Service, USDA
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duction in Australia and Canada means
many importers will turn to the U.S. for
needed supplies, despite the sharply high-
er prices.

U.S. rice exports in 2003 are projected up
100,000 tons to 3.4 million tons, as some
food aid shipments delayed from 2002
occur. The value of U.S. rice exports is
expected to remain virtually unchanged
from 2002. A slight gain in global prices
is anticipated, reflecting small growth in
global consumption coupled with a small
reduction in global supplies.

Unusually high exports are projected for
U.S. cotton in 2003. Large U.S.
exportable supplies, as well as expected
larger imports by China, contribute to the
gains. Volume in 2003 rises 4 percent
from the already high estimate for 2002.
At 2.5 million tons in 2003, projected vol-
ume of U.S. cotton exports approaches
record levels last seen in the 1920s. A
new trend of sharply reduced U.S. con-
sumption is adding to export expansion.
Cotton export value is projected up $400
million, or 17 percent, to $2.7 billion,
reflecting both volume gains and recent
improvements in cotton prices.

Growth Slows for HVP Exports

Although 2003 U.S. HVP exports are pro-
jected up $1.4 billion to $36.5 billion, the
expected growth rate in HVP exports is

much more modest than bulk exports’ 14-

percent climb. The 4-percent HVP growth
over 2002 is slightly slower than 2002’s
growth over 2001.

Horticultural products account for much
of the growth in 2003 HVP exports. Hor-
ticultural exports are projected at $11.5
billion, up $300 million from 2002.
Exports of soybean oil and broiler meats
are expected to show gains of $200 mil-
lion each. Livestock exports gain $100
million over 2002, propelled by expected
increases in beef, pork, and variety meats.

Horticultural product gains include
increases of $100 million each in exports
of fruits, vegetables, and tree nuts. Cana-
da, Mexico, and Asia continue to be the
main markets for these exports, and their
demand continues to grow, promoting
trade expansion. The volume of fruit, veg-
etable, and tree nut exports also is project-
ed to rise 4 percent, or 300,000 tons.
Apple exports will be boosted by a large
crop in Washington State, the main U.S.
exporter. Almond, walnut, and pistachio
crops are expected to remain near record
levels, also promoting exports.

Expected U.S. soybean oil exports are
driven by ample U.S. supplies. In addi-
tion, foreign production of competing
oilseeds and vegetable oils is expected to
slow while foreign demand growth con-
tinues. Prices are expected to be pulled up
by reduced 2003 production both abroad
and in the U.S. Supplies of competing

vegetable oils as a group will likely
decline in 2003, boosting prices further.
Global consumption of vegetable oils
rises as well, so ending stocks are expect-
ed to be drawn down somewhat to meet
demand.

Broiler exports, which lead gains in live-
stock and livestock products, are expected
to increase by $200 million and 300,000
tons in 2003. The U.S. and Russia recent-
ly reached an agreement on veterinary
certificates, which should allow poultry
exports to Russia to resume in 2003. But
export growth is expected to be moderate
as Russia tries to expand its own poultry
industry. Russia’s imports of U.S. poultry
meat rose sharply in fiscal year 2001 over
fiscal year 2000, but imports so far in
2002, during the veterinary dispute, are
smaller in quantity.

Slight expansion is expected in 2003 U.S.
beef exports, as both volume and value
increase. Sales to Asia and in North
America are expected to remain strong.
Japan’s imports of U.S. beef are expected
to be closer to normal in 2003 as concerns
about bovine spongiform encephalopathy
abate. Higher prices also are likely to
boost pork export value, but drought and
higher feed costs make the outlook very

uncertain.

Carol Whitton (202) 694-5287
cwhitton @ers.usda.gov

More to come on trade

¢ Gains from trade liberalization: developed and developing countries
@ The European Union and commodity policy
4 Potential enlargement of the EU

¢ Global markets for processed foods
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EU Revisits Ag Reform
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With Bold New Proposals

he Commission of the European
I Union (EU) is proposing bold

changes to its Common Agricultur-
al Policy (CAP). The core proposal is a
single annual whole-farm payment, not
requiring production by farmers, in con-
trast to the current payments that are
linked to production of specific commodi-
ties. Based on historical direct payments,
this single payment would reduce the link
between farm subsidies and production.
Farmers would have greater flexibility in
choosing what to produce.

Also, the proposals would cut support for
large farms for the first time. Greater
emphasis would be placed on rural devel-
opment, food safety, animal welfare, and
environmental regulations. Nonetheless,
for many commodities, traditional CAP
price support and stabilization mecha-
nisms would be maintained.

These proposals are contained in the
Commission’s Mid-Term Review (MTR)
of “Agenda 2000,” a 6-year (2000-06)
budget and agricultural policy reform
package to facilitate enlargement of the
EU to include Central and Eastern Euro-
pean (CEE) countries during the coming
decade. The EU legislative process
requires a formal proposal from the Com-

mission and approval by the Council of
Agricultural Ministers. The MTR propos-
als are not yet formal legislative propos-
als, and many important details are not
specified, making assessment of impacts
difficult. The Commission intends to pro-
duce a detailed legislative proposal by the
end of the year.

As part of the ongoing EU agricultural
policy debate, these proposals are prompt-
ed by structural market imbalances, World
Trade Organization (WTO) negotiations,
the prospect of enlargement, and growing
demands of consumers and environmen-
talists. The Commission alleges that these
proposals would create a more market-ori-
ented farming environment, facilitate
enlargement, and provide a major WTO
advantage because most EU direct pay-
ments would become less trade distorting.

Pressures for CAP Reforms
Past & Present

The proposed reforms would be the latest
of many CAP reforms. Since its inception,
the CAP has relied principally on high
prices protected by high tariffs to support
farmers. Sugar quotas were established in
1968.

During the 1980s, consumption and
export subsidies to dispose of surpluses
led to soaring budget costs. These internal
pressures led to reduction of effective sup-
port prices and introduction of dairy pro-
duction quotas. Despite many reforms,
most EU agricultural prices and trade are
still managed by policy. Threats of future
surpluses for many commodities, as well
as recent accumulation of stocks of rye,
rice, and beef, are an important underly-
ing motivation for the MTR proposals.

Subsidized exports have depressed world
prices, prompting other countries to press
for reduction of trade-distorting EU poli-
cies in the Uruguay Round (UR) of multi-
lateral trade negotiations, beginning in
1986. The UR agreement, implemented
during 1995-2000, included significant
reductions in domestic agricultural sup-
port and export subsidies.

The “MacSharry” reforms (named for the
agricultural commissioner at the time),
implemented from 1993 to 1995,
addressed CAP budget problems and pro-
vided for expected UR commitments.
Support prices were reduced and farmers
were fully compensated with direct
income payments, a significant CAP
change. Larger farms were required to
idle some cropland. Payments to beef pro-
ducers were also associated with produc-
tion limitations.

The prospect of EU enlargement places
additional pressure on the CAP because
of the potential cost for support of mil-
lions of CEE farmers. Agenda 2000
addressed enlargement budget issues, and
extended MacSharry reforms, further
reducing grain support prices and effec-
tive support for beef. EU grain support
prices have been reduced by 45 percent
since 1992, and payments for oilseeds
were reduced to the same level as pay-
ments for grain.

Anticipation of further restrictions on
trade-distorting policies in the current
Doha Round of multilateral trade negotia-
tions has become an important source of
pressure on EU policymakers, in part
because of the impact of EU enlargement
on WTO commitments.

Nontraditional issues, beyond market and
farm income support, are increasingly
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EU Agricultural Policy

Current

e Mandatory land set-aside determined
annually by EU Council. Annual
rotation of set-aside land is required.
All land eventually is set aside in
turn.

Multiple, commodity-specific direct
payments for arable crops, rice,
beef, and sheep.

Large farms receive direct payments
at the same rate as small farms.

Payments unlimited.

Voluntary enforcement of regula-
tions by member states.

No further cuts in single grain inter-
vention price (for bread wheat, bar-
ley, and corn) or rice. Rye interven-
tion maintained. Cuts under Agenda
2000 already implemented.

¢ Rural development funding main-
tained at 4.5 billion euros.

influential. Increasingly, agriculture is
seen as part of the rural economy, shifting
the orientation of policy towards rural
development. Animal disease and food
contamination incidents have directed
attention to food safety and quality issues.
There is a growing perception that CAP
support has led to intensive agricultural
production, resulting in significant envi-
ronmental degradation. Finally, animal
welfare advocates are calling for changes

Proposed

* Mandatory set-aside of 10 percent of
land for 10 years. Annual rotation
not required.

A single whole-farm payment based
on historical payments for arable
crops, rice, beef, and sheep, adjusted
for full implementation of Agenda
2000.

Whole-farm payment above a mini-
mum amount (that increases with
each farm employee) to be reduced
by 3 percent annually, reaching 20
percent over 7 years.

Total payments, including whole-
farm payment and other direct pay-
ments, limited to 300,000 euros per
farm. At AO press time, exchange
rate was about 1 euro to US$1.

Payments conditional upon manda-
tory compliance with environmental,
food safety, and other measures.

Single grain intervention price cut
by 5 percent. Rice intervention price
cut by 60 percent. Rye intervention
abolished.

Spending on rural development
nearly doubled over 7 years,
financed by payment reductions for
large farms.

in production systems. The EU refers to
measures addressing these emerging
issues as the CAP’s “Second Pillar,” the
first being market and income support.

MTR Proposals: Some Details

The MTR proposals would alter the
regimes for grains, oilseeds, protein crops,
rice, legumes, dried fodder, nuts, beef,
and sheep. Other regimes, including fruits
and vegetables, potatoes, dairy, and sugar,

would remain unchanged. Instead of a
specific dairy proposal, several dairy
options are presented, ranging from main-
tenance of the current regime to a dramat-
ic elimination of production quotas com-
bined with large price reductions.

The Whole-Farm Payment. The Com-
mission’s most innovative proposal is the
whole-farm payment. Current payments
require production of specific products.
Historical payments for arable crops, rice,
beef, and sheep, adjusted for implementa-
tion of Agenda 2000, would be combined
into a single annual farm payment. The
whole-farm payment would be largely
decoupled because production would not
be required.

The payment would be attached to the
land, conveying with transfer of the land.
If part of a farm were sold or leased, an
equivalent part of the whole-farm pay-
ment would be transferred. Farm support
would be simplified, another Commission
goal.

Before 1993, the EU supported most agri-
cultural product prices directly through
intervention purchasing at established
prices. The MacSharry reforms converted
that support to product support through
direct income payments. A whole-farm
payment not requiring production would
be a final evolutionary shift to support for
producers rather than products. Nonethe-
less, high CAP support prices for milk,
beef, and sugar would continue to provide
powerful production incentives.

Set-Aside Requirements. Since 1992,
larger farms have been required to set
aside some land. The Council fixed the
set-aside percentage annually. Set-aside is
rotational—i.e., all land must be set aside
in turn, quality land as well as the poorest
land. The MTR proposals would require
larger farms to set aside at least 10 per-
cent of their land for 10 years on a non-
rotational basis, allowing farmers to idle
their poorest land on a continued basis.

Grain Support Price Reductions. The
single grain intervention price for bread
wheat, barley, and corn would be reduced
by 5 percent, and current monthly increas-
es in grain storage subsidies would be
eliminated. Otherwise, the grain interven-
tion system would remain unchanged. The
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whole-farm payment would be adjusted to
provide compensation for half of the price
reduction.

Intervention support for rye would be
eliminated, leaving rye to find a price in
the market given its feed value relative to
feed wheat and barley. Large rye price
and production reductions would be like-
ly. Germany and Poland (an EU appli-
cant) are large producers of rye.

The MTR proposals would dramatically
decrease support for rice. By 2004, “safety
net” intervention would occur at 120 euros
per metric ton (mt), a 60-percent reduction
from current support. Below 150 euros per
mt, private storage subsidies would be pro-
vided. Producers would be compensated
by an adjustment in the whole-farm pay-
ment, equivalent to the overall compensa-
tion provided other grain producers for
cumulative price reductions since 1992.
The EU rice intervention price would be
reduced to near world price levels, neces-
sary to accommodate trade levels likely
under the EU’s Everything But Arms
(EBA) policy. The EBA policy provides
duty- and quota-free access to EU markets
for the least developed countries by 2010
(AO September 2002).

Nontraditional issues,
beyond market and farm
income support, are increas-
ingly influential.

Grain Import Regimes. The MTR calls
for conversion of the EU system of vary-
ing import duties for grains and rice to a
simplified system. Outside the MTR pro-
posals, the Commission has proposed to
implement tariff-rate quotas to limit large
EU imports of grain that recently have
resulted from the tariff regime agreed to
in the UR. The EU currently is engaged in
preliminary consultations with WTO
members to determine appropriate com-
pensation. U.S. grain exports to the EU, 2
million mt valued at $340 million in
2001/02, could be affected. Recent EU
imports have come mainly from Russia
and Ukraine, however, which are not
WTO members.

Reduced Payments for Large Farms.
The MTR proposals provide for “dynamic
modulation,” the reduction of payments
and limits on total support for large farms,
a significant departure for the CAP. The
reductions would occur on payments
above minimum amounts that increase
with each farm employee. Farm payments
for about one-fourth of EU farms,
accounting for 80 percent of production,
would be reduced by 3 percent annually
up to 20 percent after 7 years. Following
reductions, total annual payments would
be limited to 300,000 euros.

Allocations for Second Pillar Programs.
Budgetary savings from payment cuts to
larger farms would be allocated to rural
development, environmental programs,
food safety and quality, and animal wel-
fare programs. Funding would be nearly
double the 4.5 billion euros for these pro-
grams under Agenda 2000. All farm pay-
ments would require cross-compliance
with Second Pillar regulations.

The “Carbon Credit.” CAP provisions
allowing production of nonfood crops,
including energy crops, on set-aside land,
would be eliminated. Support for energy
crops would be provided by a payment of
45 euros per hectare.

Durum Wheat Regime. The payment for
durum wheat in traditional production
areas of 344.5 euros per hectare would be
reduced by 27 percent. The 138.6-euros-
per-hectare aid in other designated areas
would be abolished over 3 years. A premi-
um of 15 euros per mt would be provided
for some prescribed standard of high
quality.

Implications of the
MTR Proposals

Farm Production, Budget Costs, and
Farm Incomes. The Commission fore-
casts that the MTR proposals would have
little impact on the EU budget, but they
could significantly affect product selec-
tion, overall production, and incomes of
individual farmers.

Farmers would have greater flexibility in
production choices among arable crops,
rice, beef, and sheep, but production
choices still would be influenced by high
EU prices for beef and sheep. Production

incentives for dairy, sugar, fruit, and veg-
etables would be unaffected.

Decoupling direct payments from com-
modities would reduce incentives to pro-
duce arable crops, beef, and sheep. Returns
to dairy operations also would be reduced,
since much beef production is associated
with milk production. Reduced output of
beef and sheep is likely, particularly if pas-
ture can be converted to arable land. The
MTR proposals would leave that issue to
national governments. Reduction in beef
production would be limited because of its
association with milk production, which
would not be reduced because current
incentives are very high; production is lim-
ited by quotas.

The MTR proposals would reduce produc-
tion of rice and rye, but the implications of
the MTR proposals for other grain and
oilseed production are unclear. Producers
would likely reduce output in response to
support price cuts and abolition of rye
intervention. Reduced incentives for arable
crops would encourage the idling of land,
which would tend to reduce production.
However, as farmers would be free to idle
their marginal land (land on which pro-
duction costs exceed market returns), aver-
age crop yields would likely rise. Conver-
sion of pasture land to arable crops in
response to reduced support for beef and
sheep would also tend to increase arable
crop production.

Cross-compliance with environmental,
animal welfare, and other requirements
could potentially raise costs significantly
for EU farmers, making them less com-
petitive in world markets. The MTR pro-
posals include temporary direct payments
to assist farmers in meeting demanding
standards and additional payments for
achievement of standards beyond manda-
tory requirements.

Farm income impacts are also ambiguous.
Reduced payments would tend to lower
incomes of larger farms, but greater flexi-
bility in product selection could improve
efficiency and raise net returns. Taking
marginal land out of production would
also raise net farm income. Increased
spending on rural development would aid
some farmers.
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An analysis of the MTR proposals by a
German research group (reported in
AgraEurope in August 2002) concludes
that German farmers would increase set-
aside by 66 percent to 13 percent of
arable land, reducing grain production by
7 percent, probably mostly of rye. Net
German farm income would be
unchanged because reduced costs from
lower production offset reduced returns.
Income per farm worker would be
increased because employment was
reduced. Results cannot be generalized to
other countries.

WTO Commitments and Negotiations.
Support for agriculture remains high
among developed countries, but EU agri-
cultural policy has been a major target of
international criticism because the CAP
has employed trade-distorting policies on
a substantial scale. EU export subsidies
accounted for 93 percent of total global
agricultural export subsidies in 1999.
According to the Organization for Eco-
nomic Cooperation and Development
(OECD), overall support for EU agricul-
ture is high—$94 billion in 2001, or 35
percent of the value of production. U.S.
support was $49 billion, or 21 percent of
production. The MTR proposals could
affect EU fulfillment of its Uruguay
Round commitments, and may affect the
EU's ability to comply with new disci-
plines in the Doha Round

The impact the MTR proposals would
have on export subsidies is unclear. Large
export subsidies for dairy products and
sugar would be unaffected. EU grain sup-
port prices have been near the long-term
trend in world prices in recent years,
allowing the EU to export without subsi-
dies. However, low world prices or a
strong euro relative to the dollar would
again require the EU to export grains with
subsidies.

The 5-percent reduction in grain interven-
tion prices would slightly improve the
likelihood that export subsidies would not
be required. Slightly lower production and
exports would decrease the cost of subsi-
dies if they are necessary. The rice sup-
port price reduction is large and probably
would eliminate the need for export subsi-
dies in most years, but rice is a minor
product. Reduced intervention prices for
grains and rice would reduce EU tariffs,

but overall EU import barriers would not
be significantly affected unless the EU is
successful in revising its grain import
regime outside of the MTR proposals.

The MTR proposals would principally
affect WTO commitments for domestic
support. The Commission asserts that an
important portion of EU domestic support
would be converted to policies much less
likely to be reduced in future agreements.

The UR established three classifications
of domestic support—amber, blue, and
green boxes. Amber policies are the most
trade-distorting because they are linked to
production, such as price supports or
direct payments requiring production. The
UR reduced support under these policies.
For 1999, the EU notified 47.9 billion
euros in amber policies to the WTO. The
MTR proposals would little affect these
policies.

Policies associated with production limi-
tations, even trade-distorting policies,
were classified as blue box policies, and
were not subjected to reductions. The EU
notified 19.8 billion euros to the WTO in
blue box policies for 1999/2000, includ-
ing the current EU compensatory pay-
ments for arable crops, beef, and sheep
that would be converted to a whole-farm
payment under the MTR proposals.

The impact the MTR propos-
als would have on export
subsidies is unclear.

Green box policies are minimally trade-
distorting. They are not subject to reduc-
tions. These policies could include pay-
ments that do not require production and
are not linked to prices. The EU notified
19.9 billion euros in green box policies to
the WTO in 1999.

WTO challenges were rare before 1995
because of ineffective GATT dispute reso-
lution procedures. Since 1995, agricultur-
al challenges have been curtailed by a UR
“peace clause,” which protects policies
subject to UR Agreement on Agriculture
commitments from challenge under other
WTO provisions. The peace clause
expires at the end of 2003, at which time

all policies will no longer be protected
from challenges.

The Commission asserts that the whole-
farm payments would be green and would
be less susceptible either to challenges
after expiration of the peace clause or to
required reductions in future WTO agree-
ments. Although there is general consen-
sus that minimally trade-distorting poli-
cies should be considered green—i.e.,
exempt from reductions—classification of
specific policies as green, particularly
direct payments, may be challenged in the
WTO.

EU Enlargement. Preparation for EU
enlargement was a major focus of Agenda
2000. Although enlargement is not explic-
itly addressed in the MTR proposals, the
proposals have significant implications.
Direct payments for CEE producers in an
enlarged EU are extremely important for
the EU and candidate members. The MTR
proposals signal that CEE farmers will
receive whole-farm payments, but the
amount and timing would have to be
negotiated because CEE’s have had no
historical payments.

Lower support prices and the elimination
of commodity-specific payments under the
MTR proposals would result in lower CEE
production of arable crops, beef, and
sheep compared with production resulting
under Agenda 2000. Rye production could
be greatly reduced. The more market-ori-
ented environment also would be expected
to reduce or eliminate market imbalances.

Cross-compliance with environmental,
food safety and quality, and animal wel-
fare regulations could create significant
problems for CEE countries, requiring
considerable investment to meet those
standards. On the other hand, enhanced
funding for rural development would aid
CEE farmers.

What's Ahead

CAP reform proposals always have been
more ambitious than the reforms finally
enacted. Reform has occurred when the
political cost of not reforming exceeded
the political cost of reform. The MTR
proposals have received support from the
United Kingdom, the Netherlands, Ger-
many, and Sweden, while provoking
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strong opposition from France and Spain.
The remaining member states are cau-
tiously critical of various proposals.

The current political and economic impe-
tus for CAP reform is more complex than
during previous reforms. While the pro-
posals have limited budget implications,
the traditional pressures of market imbal-
ances and large stocks of rye, rice, and
beef are central motivations for these
proposals. The proposals also have impor-
tant implications for EU enlargement and
WTO negotiations.

The proposals also reveal a continuing
evolution in what is considered important
for EU agriculture—a much greater
emphasis on food quality and safety, pro-
tection of the environment, animal wel-
fare, and rural development to meet the
growing demands of consumers and envi-

ronmentalists. Reduced support for large
farms also reflects a growing desire to tar-
get programs to those farms in need rather
than a general commitment that overcom-
pensates relatively wealthy farms.

The whole-farm payment represents an
impressive conversion of agricultural sup-
port towards less trade-distorting policies.
Combined with large past reductions in
support prices for grains and effective
support for beef, adoption of the MTR
proposals would amount to a remarkable
increase in market orientation of the CAP
since 1992. The whole-farm payment
could enhance the EU’s bargaining posi-
tion in the WTO with respect to the U.S.
and other more market-oriented exporting
countries.

Nonetheless, there remains much room
for reform in the CAP beyond the MTR

proposals. The EU dairy regime is due for
review in 2005 and the sugar regime in
2006. For both these commodities, high
and stabilized prices are maintained
through quotas, high tariffs, direct inter-
vention, and export subsidies.

According to the OECD, EU market price
support in 2001 (i.e., domestic prices
above world prices) was almost twice as
large as the combined payments the MTR
would convert to a whole-farm payment.
For most important products other than
oilseeds and meals, the CAP would con-
tinue to manage prices and trade, restrict-
ing competition from imports.
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Further information on the web

European Union Briefing room
www.ers.usda.gov/briefing/EuropeanUnion/

WTO Briefing room

www.ers.usda.gov/briefing/WTO/

The European Union’s Common Agricultural Policy: Pressures for Change
www.ers.usda.gov/publications/wrs992/

EU Enlargement: Negotiations Give Rise to New Issues
www.ers.usda.gov/publications/AgOutlook/Jan2001/A0278H.pdf

Agricultural Policy Reform in the WTO—The Road Ahead
www.ers.usda.gov/publications/aer802/

Commission of the European Union: Communication from the Commission to the
Council and the European Parliament: Mid-Term Review of the Common Agricultural

Policy

http://europa.eu.int/comm/agriculture/mtr/comdoc_en.pdf
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Food Price Inflation
To Moderate in 2002 & 2003

he U.S. Consumer Price Index
T(CPI) for all food is forecast to

increase 2.1 percent in 2002 and 2
to 2.5 percent in 2003, compared with a
3.1-percent increase in 2001. With 8
months of CPI data already collected in
2002, the annual average food CPI is 2.3
percent above the first 8§ months of 2001.
The inflation rate for the all-items CPI,
which was 2.8 percent in 2001, is forecast
to be 1.6 percent in 2002 and 2 percent in
2003.

In 2002, record beef, pork, and poultry
supplies, along with dampened consumer
demand, are holding down meat prices.
Higher feed costs and eroding pasture con-
ditions from widespread drought mean
more animals moving to slaughter in the
short term. This, along with slumping
poultry exports and a lackluster domestic
economy, are pressuring livestock and
meat prices down this year. Smaller potato
supplies should push the fresh vegetable
CPI up over 7 percent in 2002, but ade-
quate supplies of fresh fruits, dairy prod-
ucts, nonalcoholic beverages, and other
processed foods will likely keep the food-
at-home price increase below 2 percent.

Total food purchased by consumers is
expected to increase 3.6 percent in 2002
to an estimated $832 billion, up from

$803 billion in 2001. In 2002, at-home-
food sales are forecast to increase 1.2 per-
cent, while food-away-from-home sales
(in restaurants and fast-food establish-
ments) are expected to increase 5.5 per-
cent. Consumer spending on food away
from home continues to increase faster
than food-at-home sales, although slow
economic growth has encouraged people
to eat more at fast-food establishments
and less at expensive restaurants. Retail
prices for meals eaten away from home
are expected to increase less in 2002 than
in 2001.

The CPI, which measures changes in
prices only, is forecast to increase 2.5 per-
cent for full-service meals and snacks
(restaurants) in 2002, while the CPI for
limited-service meals and snacks (fast-
food establishments) is expected to
increase 3 percent. In 2001, the increases
were higher, with restaurants increasing
3.2 percent and fast-food establishments
increasing 3.1 percent. Restaurants and
fast-food establishments continue to com-
pete vigorously with the take-home meals
offered by supermarkets. The three main
sources of takeout food are fast-food (33
percent), restaurants (23 percent), and
supermarkets (20 percent).

Total food expenditures (sales plus home
production, donations, and supplied
foods) are forecast to increase to $875 bil-
lion dollars, up 3.6 percent from $844 bil-
lion in 2001. Food price changes are key
determinants of the proportion of income
consumers spend for food. In 2001, 10
percent of household disposable personal
income went for all food, with consumers
expected to spend the same or smaller
share of their income on food in 2002 and
2003. The proportion of household dis-
posable personal income spent on food
generally has trended downward, from
11.6 percent in 1990 and 13.2 percent in
1980.

Beef and veal. Widespread drought is
pushing up feed costs and eroding pasture
conditions, which means more beef pro-
duction in the short term as more heifers
and cows are slaughtered. However, this
will lower beef production over the next
2-3 years as a greater proportion of
females are held for breeding. Declining
2002 crop yield prospects will likely
result in higher grain prices. Although the
mid-year cattle inventory report indicated
a slightly larger calf crop in 2002, drought
and worsening forage conditions and ris-
ing grain prices are likely to end any
prospects for herd expansion this year.
Beef supplies over the next few years par-
tially depend on when producers begin to
retain heifers for expanding the breeding
herd. Once retention begins, beef produc-
tion will decline. Output should rise a few
years later as the number of calves
increases, but from a relatively low level
as inventories are already down. During
this transition, market prices could move
sharply higher before cattle supplies for
slaughter rebound.

Beef supplies are forecast to reach record
levels in 2002, but are expected to tighten
later this fall and into 2003. Retail prices
are expected to average $3.31 per pound
in 2002, before rising to record levels in
late 2003, as supplies decrease. Smaller
beef supplies and rising U.S. beef prices
make the U.S. beef market more attractive
for world beef exporters. Although the
economy continues to expand, the rate of
expansion has slowed and expectations
for future growth are uncertain. Damp-
ened consumer demand and record sup-
plies of pork and poultry expected in late
2002 and into 2003 will temper beef retail
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increase to 1.6 billion pounds, domestic
per capita consumption is expected to

Fruits and Vegetables Likely to Have Highest Price Increases

Relative Expected Forecast | ayerage 51.1 pounds next year.
Item weights* 2001 2002 2003
Consumer price indexes Percent Percent change Poultry. The CPI for poultry is forecast to
All items 2.8 1.6 2.2 increase 1.7 percent in 2002, with a fur-
All food 100.0 3.1 2.1 21025 | ther increase of 1-2 percent expected in
Food away from home 42.3 2.9 2.6 2t0 25 2003. Competing supplies of red meat and
Food at home 57.7 3.3 1.7 2t02.5 . P
Meats, poultry, and fish 14.8 4.5 0.7 1to2 an uncertalp broiler expolrt market led to
Meats 9.9 5.7 0.8 1102 large supplies of poultry in the U.S. mar-
Beef and Veal 4.7 8.4 05 1to2 ket. Broiler meat production in 2002 is
Pork 3.2 3.8 -0.6 -1to-2 expected to be 32.3 billion pounds and to
Other meats 2.0 2.9 3.4 2t03 increase 1 percent in 2003 to 33 billion
Poultry 2.8 3.2 1.7 1102 | pounds. Turkey production, expected to
Eg';'ssh and seafood ol 92 o 22 | be 5.66 billion pounds in 2002, is forecast
Dairy products 6.2 4.0 1.0 1to2 | toincrease slightly in 2003.
Fats and oils 1.8 5.6 -0.4 1to02
Fruits and vegetables 8.2 3.7 4.2 3to4 While domestic broiler production was up
Fresh fruits _and vegetables 6.3 3.8 4.4 3to4 3.8 percent the first half of 2002, produc-
E::E U:gl;:tables gf g? ;Z 1 :g g tion is expected to slow somewhat in the
Processed fruits and vegetables 1.9 3.2 4.0 3to4 second hal.f of 2002 due to lz.lrge supplies
Sugar and sweets 21 1o 20 5103 of competing meats, uncertainty of the
Cereals and bakery products 8.8 3.0 2.1 2t03 broiler export market, and expected higher
Nonalcoholic beverages 6.6 1.0 -0.7 0to -1 feed costs. In the first 6 months of 2002,
Other foods 8.4 2.2 0.5 1t02 broiler meat shipments were down 18 per-
Food expenditures $ billion cent from the same period in 2001.
Exports to Russia were 30 percent lower,
A"Ff°°dd o ijgg %gg Zgig while exports to Hong Kong (the second
Fgg d 2wa§)/r?rim home 400.3 422.0 442.0 largest market) were 12 percent lower and

*Bureau of Labor Statistics estimated weights as share of all food, December 2001.
Sources: Historical data, Bureau of Labor Statistics; forecasts, Economic Research Service.

For CPI revisions and statistics, see:

www.ers.usda.gov/briefing/CPIFoodAndExpenditures/Data/cpiforecasts.html

Economic Research Service, USDA

price increases. The CPI for beef is
expected to be up about 0.5 percent in
2002, increasing 1-2 percent in 2003.
With continued heavy cattle weights, per
capita consumption is expected to average
67.9 pounds in 2002 before declining to
63.8 pounds in 2003.

Pork. Pork production is forecast to reach
record levels of 19.8 billion pounds in
2002 and remain at about this level in
2003. Producers are expected to respond
to higher feed costs by reducing the num-
ber of sows that farrow in 2003, but pigs
per litter are expected to increase slightly
as less productive sows are culled from
the breeding herd. U.S. pork imports are
expected to top 1 billion pounds in 2002
and 2003, as pork products from Canada
increased more than 17 percent in the first
6 months of 2002. The U.S. and Canadian
pork industries are becoming more inte-
grated. American appetites for pork ribs

also support Danish exports to the U.S.
Lower export demand for U.S. pork prod-
ucts can be attributed to slower-than-
anticipated economic growth in important
foreign markets. Exports to Japan and
Mexico, the 2 largest markets for U.S.
pork, have been down slightly in 2002.
U.S. pork exports in the first half of 2002
were down 5 percent from last year, and
are expected to be down 2 percent for the
entire year.

U.S. retail demand for pork remains
strong. Retail pork prices are expected to
average $2.67 per pound in 2002, with the
CPI for pork forecast to decline less than
1 percent from 2001. With large supplies
continuing in 2003, the CPI for pork will
likely be below 2002. Per capita con-
sumption is expected to average 51.8
pounds in 2002, up from 50.2 pounds in
2001. With pork production down slightly
in 2003 and the export market forecast to

shipments to Japan were down 59 percent.
Partially offsetting these declines were
higher exports to Mexico (up 8 percent)
and to Korea (up 57 percent). Overall
poultry exports during the first half of
2002 fell 15 percent over a year ago.

Fish and seafood. The CPI for fish and
seafood is expected to be down 1.7 per-
cent in 2002, but up 1-2 percent in 2003.
A strong domestic economy boosted
seafood sales in the restaurant and food-
service sectors in 2000 and 2001. With a
weaker economy in 2002 and fewer peo-
ple eating in restaurants, the demand for
seafood was down, and competition from
beef and pork was stronger than the previ-
ous 2 years. A large percentage of total
seafood sales are in the away-from-home
market. More than 50 percent of the fish
and seafood consumed in the U.S. is
imported, with another 20 to 25 percent
from U.S. farm-raised production.

Eggs. The CPI for eggs is forecast to
increase 1.1 percent in 2002 and to hold
steady or decrease slightly in 2003. Egg
production is forecast to increase 1 per-
cent in 2002 and is expected to remain
steady in 2003. While egg production has
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changed little, eggs used in the breaking
egg market (by restaurants and food man-
ufacturers) continue to expand. Exports to
the four largest traditional markets were
mixed during the first half of 2002. Ship-
ments to Canada, Mexico, and Japan were
down while shipments to Hong Kong and
the European Union were up. U.S. per
capita consumption is expected to average
252 eggs in 2002 and 249 eggs in 2003,
down from 253 eggs in 2001.

Dairy products. Retail prices and the CPI
for dairy products are forecast to increase
1 percent in 2002, with an increase of 1-2
percent projected for 2003. Milk produc-
tion is expected to grow almost 1 percent,
from 169.8 billion pounds in 2002 to
171.4 billion pounds in 2003, due to par-
tial recovery in milk per cow and a small
increase in milk cow numbers. Demand
for cheese and other dairy products
should gradually resume growth following
a stagnant first half of 2002.

Fats and oils. The fats and oils CPI is
forecast to fall 0.4 percent in 2002, but to
increase 1-2 percent in 2003. Lower retail
prices for butter, which accounts for 31
percent of the fats and oils index, led to
the index forecast to be unchanged in
2002. The remaining items contained in
the fats and oils index are highly
processed food items, with their price
changes influenced by the general infla-
tion rate and U.S. and world vegetable oil
supplies.

Fresh fruits. The major fresh fruits con-
sumed in the U.S. continue to be bananas
(19 percent of the fresh fruit index),
apples (18 percent), citrus (17 percent),
and other fresh fruits including grapes,
peaches, pears, and strawberries (46 per-
cent). For 2002, higher retail price expec-
tations for apples (up 7.2 percent) and
citrus fruits (up 2.1 percent) are partially
offset by lower prices for bananas (down
0.3 percent), peaches, strawberries,
Thompson seedless grapes, and selected
fall fruits. A CPI increase of 1.7 percent is
expected for 2002 and a 1-2 percent
increase for 2003.

In the first half of 2002, adequate supplies
of California stone fruit (peaches, nec-
tarines, and plums) held retail prices
down. Import volume of bananas and
papayas were lower in 2002 compared

with 2001, while imports of pineapples
and mangoes were higher. Domestic con-
sumption of fresh apples is expected to
average 17 pounds per person, pear con-
sumption averages 3 pounds per person,
and grape consumption averages 7 pounds
per person. Imports provide most of the
tropical fruit supplies in the U.S., with
bananas, mangoes, pineapples, and
papayas the most popular. Demand for
fresh tropical fruit in the U.S. has been on
the rise, a trend influenced by the nation’s
growing immigrant population. Bananas
are the most popular imported tropical
fruit, accounting for over 85 percent of
total import volume.

Fresh vegetables. The major fresh veg-
etables consumed in the U.S. continue to
be potatoes (17 percent of the total fresh
vegetable index), lettuce (13 percent),
tomatoes (20 percent), and other fresh
vegetables (50 percent). In 2002, the CPI
for fresh vegetables is expected to
increase 7.1 percent, with a projected
growth of 4-6 percent for 2003. Reduced
potato acreage (down 9 percent) and
lower production (down 15.5 percent) in
2001 contributed to an expected 23-per-
cent increase in retail prices in 2002. Let-
tuce prices are forecast to be 11 percent
higher in 2002, largely due to cool, damp
weather in California, which delayed har-
vesting of lettuce in March. Tomato prices
are expected unchanged from 2001 to
2002, with shipments to the retail market
up 9 percent in 2002, providing adequate
supplies of fresh market tomatoes. Retail
prices for other fresh-market vegetables
(including snap beans, broccoli, cabbage,
carrots, cauliflower, celery, sweet corn,
cucumbers, peppers, and squash) are
expected to increase an average of 4 per-
cent in 2002.

The Farm Security and Rural Investment
Act of 2002, which governs Federal farm
programs for the next 6 years, features
programs that will have a direct bearing
on the fruit and vegetable industry. Two
specific programs that may affect future
retail pricing of fresh fruits and vegetables
include: (1) Country of origin labeling for
perishable agricultural commodities,
including fruits and vegetables after a 2-
year voluntary program; and (2) Govern-
ment purchase of fresh fruits and vegeta-
bles for distribution to schools and service
institutions. Additional funds will be used

to increase fruit and vegetable consump-
tion and publicize related health promo-
tion messages.

Processed fruits and vegetables. Con-
tract production of the five major process-
ing vegetables (tomatoes, sweet corn,
snap beans, cucumbers, and green peas)
was down 10 percent in 2001 but is fore-
cast to be up 3 percent in 2002 to 1.26
million acres. Responding to burdensome
inventories and weak wholesale prices,
processors contracted for fewer acres of
the five leading processing vegetables in
2001, but contract area was greater in
2002 for tomatoes (up 10 percent), green
peas (up 3 percent), cucumbers for pickles
(up 22 percent), and snap beans (up 2 per-
cent). Although production area was up in
2002, the drought situation may lower
yields of some of the vegetables for pro-
cessing.

With reduced supplies of fruits and veg-
etables for processing in 2000 and 2001,
the CPI for canned fruits and vegetables is
forecast up 3.9 percent in 2002 and the
CPI for frozen fruits and vegetables is
expected to be 3.8 percent higher. The
CPI for all processed fruits and vegetables
is expected to increase 4 percent in 2002
and an additional 3-4 percent in 2003.
Since frozen fruit and vegetable demand
has been shown to be price and income
sensitive, retailers will be reluctant to
raise prices more than a modest amount in
the coming year.

Sugar and sweets. Domestic sugar pro-
duction for 2002/03 is projected at 8.75
million tons, with cane sugar estimated at
4.25 million tons and beet sugar estimated
at 4.5 million tons. Total production was
estimated to be 8.017 million tons in
2001/02. The area planted to sugar beets
in 2002 was up 3 percent, while sugar-
cane acreage harvested during the 2002
crop year was down slightly from the year
before. Most of the sugar beet acreage
increase occurred in North Dakota and
Idaho, while harvested sugarcane acreage
was up in Hawaii and Texas.

The CPI for sugar and sweets is forecast
to increase 2.2 percent in 2002 and anoth-
er 2-3 percent in 2003. The sugar and
sweets index has 3 sub-categories: sugar
and artificial sweeteners (17.8 percent of
the index), candy and chewing gum (63.5
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percent), and other sweets (jellies, jams,
preserves, and syrups, 18.7 percent). The
sugar and artificial sweeteners category is
forecast to increase 1.8 percent in both
2002 and 2003, candy and chewing gum,
2.2 percent and 2.9 percent, and other
sweets, 3.4 percent and 3.3 percent.

Cereal and bakery products account for
over 15 percent of the at-home food CPI.
Breakfast cereals and bread are the two
largest components, each accounting for
19 percent of the index. Breakfast cereal
prices are expected to increase 2 percent
in 2002, and bread, 2.2 percent. With
lower grain prices earlier this year and
modest inflation-related processing cost
increases, the CPI for cereals and bakery
products is forecast to increase 2.1 per-
cent in 2002 and another 2-3 percent in
2003. Most of the costs required to pro-
duce cereal and bread products are for
processing and marketing (more than 90
percent in most cases), leaving the farm-
grown ingredients a minor cost considera-
tion.

Nonalcoholic beverages. The CPI for
nonalcoholic beverages is forecast to fall
0.7 percent in 2002 and an additional 1
percent in 2003. Prices of carbonated
drinks, nonfrozen noncarbonated juices
and drinks, and coffee are the three major
components, accounting for 38, 32, and
10 percent of the nonalcoholic beverage
index, respectively. In 2002, retail prices
are forecast lower for carbonated drinks
(down 0.1 percent), and significantly
lower for coffee (down 3 percent). World
production of coffee in 2001/02 and
2000/01 set records of almost 110 million
60-kilogram bags. Near-record production
in Brazil, which is the largest producer of
arabica beans, and other Central and
South American countries contributed to
lower consumer coffee prices in 2002. In
the U.S., the leading coffee consuming
country, consumers prefer the smoother,
premium, arabica beans produced in
South America. More recently, coffee pro-
duction has increased in Asia, making
world coffee supplies more plentiful. For
carbonated drinks, competition among

leading manufacturers has held down
retail prices. In 2003, the CPI for carbon-
ated drinks is forecast to fall slightly.

Other foods. The CPI for other foods is
forecast up 0.5 percent in 2002, and 1-2
percent in 2003. Products in this category
and their expected price changes for 2002
include soups (up 2.4 percent); frozen and
freeze-dried prepared foods (up 0.4 per-
cent); snacks (down 0.7 percent); spices
and seasonings (up 2 percent); olives,
pickles, and relishes (up 0.1 percent);
sauces and gravies (up 0.7 percent); and
baby foods (up 2 percent). These highly
processed foods are heavily affected by
changes in the all-items CPI. Competition
among these products and from the away-
from-home market should continue to
dampen retail price increases for items in
this category in 2003.

Annette L. Clauson (202) 694-5389
aclauson@ers.usda.gov

Keep up with food prices and spending

ERS Food CPI, Prices, and Expenditures briefing room
www.ers.usda.gov/briefing/CPIFoodAndExpenditures/

Impacts of the 2002 Farm Act
www.ers.usda.gov/features/farmbill/



24 Economic Research Service/USDA

Agricultural Outlook/October 2002

Farm & Rural Communities

Farm Numbers
Largest Growing Fastest

eclining farm numbers, increasing farm size, and concentra-

tion of production have captured the attention of the media,
the general public, and policymakers for decades. While the
number of farms peaked in 1935, then began declining, average
farm size grew as consolidation occurred. A smaller share of
farms accounts for a growing proportion of agricultural produc-
tion, but the proportion of the smallest farms (sales less than
$10,000) is also growing.

Estimates of the number of farms and total farm acreage are
available back to the 1850 Census of Agriculture, and the distri-
bution of farms by acreage class is available back to 1880. But
farm acreage measures land use, with no indication of the value
of what is produced. The level of sales of farm products is
arguably a better measure of farm size, since it unambiguously

Longrun Trends: Numbers by Acreage Class

Fall in Farm Numbers Has Slowed Since the 1970s

Acres per farm
(hundred acres)
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Source: Compiled by ERS from Census of Agriculture data.
Economic Research Service, USDA

Largest and Smallest Farms Are Increasing as
Share of U.S. Farms
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measures economic activity in dollars. Sales class as well as
acreage should be considered when analyzing trends in farm size.

Changes in the distribution of farms by sales class in the last
four agricultural Censuses (1982, 1987, 1992, and 1997) can be
compared across time by using the producer price index for farm
products to adjust for price changes. Unfortunately, constant-dol-
lar sales class cannot be prepared before 1982, as Census records
for individual farms are incomplete before then.

Counts of farms by constant-dollar sales class—available from
1982 onward—are consistent with conclusions about farm size
based on acreage classes. Acreage and sales-class data show a
trend toward large farm operations with at least 500 acres or
with annual sales of at least $250,000 in farm products.

After peaking at nearly 7 million in 1935, the number of farms
dropped dramatically and the decline has continued.

* Most of the decline occurred during the 1940s, 1950s, and
1960s. This drop in farm numbers continues, but at a slower
pace.

* By 1997, 1.9 million farms remained.

* Because the amount of farmland decreased to a lesser extent
than the number of farms, average acres per farm is larger.

Farms with fewer than 50 acres and farms with more than 500
acres have both increased their share of total farms since 1974,
but mid-sized farms’ share has declined. These changes reflect
different trends by acreage class.

* The number of farms with at least 500 acres increased steadily
from 1880 through the 1960s, before stabilizing at 350,000-
370,000 farms.

e Farms with 1-49 acres declined from a maximum of 2.7 mil-
lion in 1935 to about half a million in 1974, but since 1974 the
count has ranged from 540,000 to 640,000.

e The number of farms with 50-499 acres declined continuously
from 3.9 million in 1935 to about 1 million farms in 1997.
Nevertheless, mid-sized farms still accounted for about half
(52 percent) of all farms in 1997.
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Counting Farms by Sales Class

Number of Farms With Sales of $250,000 or More {Set:vgggolggg)artld (11.9197.’ large f;gln.s (thosi with sales of at
Increased Between Each Census Since 1982 cas VVY) steadtly Increased thell NUmBbers.
1,000 farms  Large farms grew from 104,000 in 1982 to 157,000 by 1997.
2,500

e The share of large farms also grew, from 5 to 8 percent of all
2,000 farms.
1,500 - . * Most farms in the large farm group had sales of $250,000-
1.000 |- $499,999, but the number grew more rapidly among those with

sales of $500,000 or more.
500
* The number of farms in all other sales classes declined in each

0 inter-Census period, with the exception of farms in the sub-

767 ]%éensus yeor] 7 1997 group selling less than $10,000 in farm products annually.

Small farms: Large farms: e Farms in the under-$10,000 sales class declined in number

Il Less than $10,000 [ $250,000 or more from 1982 to 1992 but rose by 9 percent from 1992 to 1997—
[]$10,000-549,999 and account for half of all U.S. farms.

D $50,000-599,999 1997 constant dollars
[[]$100,000-$249,999

Source: Compiled by ERS from Census of Agriculture data.
Economic Research Service, USDA

Number of Large Farms Has Increased Consistently

Census year Change
1982 to 1987 to 1992 to
1982 1987 1992 1997 1987 1992 1997
Number of farms Percent change

Total farms 2,240,976 2,087,759 1,925,300 1,911,859 -6.8 -7.8 -0.7

Sales less than $10,000 (very small) 1,051,510 966,743 879,842 962,966 -8.1 -9.0 9.4

Point farms 253,147 235,562 212,580 277,248 -6.9 -9.8 30.4

Other farms 798,363 731,181 667,262 685,718 -8.4 -8.7 2.8
Sales of $10,000 to $249,999

(other small farms) 1,085,320 1,002,999 905,500 792,322 -7.6 -9.7 -12.5

$10,000-$49,999 592,328 557,006 502,229 444,745 -6.0 -9.8 -11.4

$50,000-$99,999 253,069 217,479 186,937 158,160 -14.1 -14.0 -15.4

$100,000-$249,999 239,923 228,514 216,334 189,417 -4.8 -5.3 -12.4

Sales of $250,000 or more (large farms) 104,146 118,014 139,958 156,571 13.3 18.6 11.9

$250,000-$499,999 70,173 76,764 86,968 87,777 9.4 13.3 0.9

$500,000-$999,999 22,914 27,151 34,911 42,860 18.5 28.6 22.8

$1 million -$2.49 million 8,090 10,250 13,139 19,069 26.7 28.2 451

$2.5 million -$4.9 million 1,724 2,213 2,919 4,066 28.4 31.9 39.3

$5 million or more 1,245 1,636 2,021 2,799 31.4 23.5 38.5

1997 constant dollars
Source: Compiled by ERS from Census of Agriculture data.

Economic Research Service, USDA

Most of the 1992-97 increase in farms with sales less than $10,000 occurred among “point farms”—those with sales under $1,000 that
might normally have annual sales high enough to meet the $1,000 threshold for being considered a farm. Because of this increase in the last
inter-Census period, farms with sales of less than $10,000 now account for half of all U.S. farms.

The increase in point farms is due mainly to a change in how some farms were classified. In 1992, operations that placed all of their cropland in
the Conservation Reserve Program (CRP) or Wetlands Reserve Program (WRP) were excluded from the Census farm tabulations if they did not
otherwise meet the farm definition based upon sales, livestock, inventories, planted crops, or other criteria.

The farm count in 1997 was expanded to include operations that had placed all their cropland in the CRP or WRP. In the 1997 Census,
CRP/WRP operations were counted as point farms. There were 66,716 of these CRP/WRP establishments in 1992. When these farms are added
to the 1992 count of point farms in order to be consistent with the 1997 Census, the 1992-97 change in number of point farms shifts from a
gain of 30 percent to a loss of 1 percent. In addition, the 9-percent increase in number of farms with sales less than $10,000 becomes 2 percent.

Regardless of how CRP/WRP farms are handled, farms with sales of less than $10,000 constitute a large proportion of the total. These very
small farms amounted to over two-fifths of all U.S. farms in Censuses before 1997, when CRP/WRP farms were not counted.
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Measuring Sales in the Farm Sales Classes

In addition to the shift in number of farms in the various sales

Large Farms' Share of Total Sales Rose to 72 Percent classes, marked shifts occurred in the distribution of total sales

In 1997 among farm sales classes.
Percent of total sales * The share of all sales accounted for by large farms increased
100 steadily from 51 percent in 1982 to 72 percent in 1997.
* The largest gains in share occurred in the classes with sales of
801 $1 million-$4.9 million (1.2 percent of farms in 1997), and $5
million or more (0.1 percent of farms); each of these two high-
60 est sales categories now accounts for about one-fifth of agri-
cultural sales.
40+  Farms with sales of at least $5 million specialized in relatively
few commodities in 1997:
20k —high-value crops (vegetables and melons, fruits and tree
- l nuts, and horticultural specialties), 34 percent;
0 j_- —cattle feedlots, 20 percent;
1982 1987 1992 1997 —poultry and eggs, 16 percent; and
Census year —dairy, 9 percent.
Small farms: Large farms:  Farms with sales of $1 million-$4.9 million tended to special-
[l Less than $50,000 [ $250,000-5499,999 ize in a wider variety of commodities in 1997:
[]$50,000-599.999  [] $500,000-5999,999 —high-value crops, 21 percent;
[ $100,000-$249,999  [[] $1-$4.9 million —poultry and eggs, 20 percent;
. —dairy, 12 percent;
[ $5 million or more _hogs, 11 percent;
1997 constant dollars

—cash grains, 10 percent; and

Source: Compiled by ERS from Census of Agriculfure data. ~ field crops other than cash grains, 11 percent.

Economic Research Service, USDA

Defining Farms & Point Farms

The official Census definition of a farm is “any place from which $1,000 or more of agricultural products were produced and
sold or normally would have been sold during the census year.” If an operation does not have $1,000 in sales, a “point system”
assigns values for acres of various crops and head of livestock to estimate a normal level of sales. “Point farms” are farms with
fewer than $1,000 in sales with points worth at least $1,000. Point farms tend to be very small. Some, however, may normally
have large sales but experience low sales in a particular year due to bad weather, disease, or other factors. Farms and point farms
are determined for each Census, based on current dollars.

Although the official farm definition has not changed since the 1974 Census of Agriculture, minor differences existed between
Census and USDA definitions. The Census Bureau excluded Christmas tree farms and farms with all their cropland enrolled in
the Conservation or Wetlands Reserve Program (CRP and WRP). The Bureau, however, included farms having five or more hors-
es and sales of no other farm products; USDA’s National Agricultural Statistics Service (NASS) excluded these in its surveys.
After responsibility for the Census of Agriculture was transferred to NASS from the Census Bureau by the 1997 Appropriations
Act, the NASS and Census farm definitions merged. The 1997 Census included Christmas tree and CRP/WRP farms, and NASS
surveys began to include horse farms in 1995.

Two new types of farms—operations specializing in maple syrup or “short rotation wood crops” (other than Christmas trees)—
were added to both counts starting in 1997, with implementation of the new North American Industry Classification System.
Short rotation wood crops have a harvest cycle of less than 10 years and include trees grown for pulp or tree stock in addition to
Christmas trees.

The addition of these new farm types, however, had far less effect on the farm count than the addition of CRP/WRP farms, sim-
ply because there were fewer of them. Farms specializing in maple syrup or short rotation wood crops totaled 14,400 in 1997.
About 8,800 of these farms had sales less than $10,000, including 1,500 point farms.
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The Issue of Concentration

Acreage-class and sales-class data show a trend toward bigger
farms—operating at least 500 acres or selling at least $250,000
in farm products. Compared with acreage-class data, the sales-
class data capture less of an increase in smaller farms, after mak-
ing the adjustment in 1992 to include CRP/WRP point farms.

Changes in the distribution of sales volume by size of farm,
however, were actually more dramatic than changes in the distri-
bution of farm numbers. In discussions of farm structure, the
growing share of production on fewer farms and fewer acres is
referred to as concentration.

Concentration has been in progress for at least a century. In
1900, 17 percent of U.S. farms accounted for 50 percent of farm
sales. By 1997, 2 percent of farms generated half of the agricul-
tural sales. This 2 percent includes all farms with sales above $1
million, plus nearly half (47 percent) of farms with sales of

$500,000-$999,999. On the other hand, the 17-percent figure for
1900 also indicates that some concentration existed a century
ago, since production was not evenly distributed across all farms.

In most industries, concentration is not considered a policy issue
until a very small number of firms—such as two to four—domi-
nates the industry. The 2 percent of U.S. farms accounting for
half of agricultural sales includes 46,100 farm operations, far too
many for any individual farmer to hold much market power.
Although for some commodities the level of concentration is far
higher than for farms overall, agriculture as a sector is not highly
concentrated compared with other industries.

Robert A. Hoppe (202) 694-5572
rhoppe @ers.usda.gov

Penni Korb (202) 694-5575
pkorb@ers.usda.gov

For More Information

How does the change in farm numbers vary by farm size?
www.ers.usda.gov/briefing/FarmStructure/Questions/farmnumbers.htm

How concentrated is U.S. agricultural production?
www.ers.usda.gov/briefing/FarmStructure/Questions/concentration.htm

1997 Census of Agriculture, U.S. Department of Agriculture,
National Agricultural Statistics Service. Vol. 1: Geographic Area Series, Part 51:
United States Summary and State Data, AC97-A-51, March 1999.
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A Role for Technology
In 21st-Century Agriculture

lobalization—in the form of
Gexpanded trade, investment, and

economic integration—could
expand market opportunities for both
developed and developing economies.
Technological advances can be spread
around the world, with the potential to
enhance agricultural productivity,
incomes, and the quality of life in all
countries. However, some regions of the
world have gained little from the discov-
eries and innovations made in agriculture
and from global agricultural markets. This
is partly because private research invest-
ment tends to be directed toward meeting
the market demands of developed-country
consumers rather than the needs of less
developed countries.

At recent meetings attended by the lead-
ers of the major industrial countries, a
commitment was made to increase the
possibilities for less developed countries
to participate in the global economy. One
way that the agricultural community and
public sector could contribute to this
effort is to strengthen the technological
infrastructure in developing countries and
facilitate the transfer of technologies
appropriate to developing countries’
needs.

R&D Increases Productivity
In the Developed World

New technologies and innovative prac-
tices have been key factors in the econom-
ic development of high-income countries.
Investment in agricultural research and
development (R&D) by both the private
and public sectors in the U.S. has resulted
in a high level of productivity. Recent
breakthroughs in information technology
and life sciences have expanded opportu-
nities to increase production efficiency
and to provide consumers with the prod-
ucts they demand.

U.S. agricultural productivity, measured
as the ratio of output to inputs, has
increased two-and-one-half times since
1948. Canada and many European coun-
tries also have seen high rates of agricul-
tural productivity growth over this peri-
od—averaging nearly 2 percent per year.
The production of more agricultural
goods using fewer inputs frees resources
to be invested in other parts of a country’s
economy, thus increasing affluence. In the
U.S., less than 10 percent of disposable
income is spent on food, and this share
includes the purchase of high-quality and
convenience attributes that consumers
now demand. In many developing
economies, more than 50 percent of dis-

posable income goes toward providing
food.

The development of new machines, chem-
icals, and biological improvements was
the result of substantial investment in
R&D. Both public and private investment
in U.S. agricultural R&D has grown over
the last four decades, contributing to pro-
ductivity growth. Private investment, how-
ever, has grown faster and now surpasses
the R&D expenditures of the public sector.
The public and private sectors often have
different investment objectives. In general,
public research has supported the develop-
ment of basic scientific knowledge and
applications that are beneficial to the gen-
eral public, while private R&D has tended
to focus on marketable applications.

The focus of technology development in
agriculture in the last half of the 20" cen-
tury was to increase production efficiency
on the farm. These changes were driven
by innovations in machinery, pesticides,
fertilizers, information technologies, and
plant breeding. While this was a supply-
driven focus, consumers also benefited
from increased production of basic com-
modities at low prices.

Increased efficiency altered the structure
of U.S. agriculture. As agricultural pro-
ductivity increased by a factor of two-
and-one-half, the total number of U.S.
farms decreased by nearly two-thirds
since the 1940s. Fewer farms are now
involved in agriculture, but the total
amount of land being farmed has changed
little since the 1940s, and the average
farm size has grown from under 200 acres
to almost 500 acres.

The Promise of
New Technologies

Developments in the biological sciences
have always been major contributors to
agricultural productivity. Innovations in
plant breeding after World War II pro-
duced the “Green Revolution” in many
parts of the world. At the end of the 20t
century, breakthroughs in molecular biol-
ogy led to the development of crops that
are disease- and pest-resistant or
herbicide-tolerant. Current farm-level
biotechnology research is focused on
developing crops that will tolerate a wider
range of drought, acidity, salinity, heat,
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and flooding. These crop characteristics
could contribute to productivity increases
in resource-poor countries.

In addition, biotechnology research is
responding to consumer demand for more
nutritious food with improved post-har-
vest quality. Transgenic plants and ani-
mals are being developed as sources of
edible vaccines, medicines, and vitamins.
Biotechnology techniques are also being
used to develop sources of biomass to
substitute for fossil fuels; biopolymers
and enzymes for industrial uses; and
bioremediation to remove toxic sub-
stances from the environment.

At the end of the 20t century, innovations
in many nonagricultural fields contributed
to new technologies in agriculture. For
example, satellite technology, computers,
and robotics allow a farmer to manage the
use of pesticides, fertilizers, and water
more efficiently by tailoring input
amounts to the specific characteristics of
the site. The use of these precision farm-
ing technologies may reduce both input
costs to the farmer and chemical runoff to
the environment.

Many have described the beginning of the
21% century as the “information age.” Pre-
cision farming and biotechnology resulted
from the increased ability to analyze
information. Innovations in computing
capabilities and low-cost access to com-
puters have dramatically enhanced the
ability to store and analyze data. In addi-
tion, today’s communication networks
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have facilitated the rapid exchange of
information. Firms can assess consumer
demands throughout the world, farmers
can produce value-added crops for specif-
ic markets, and scientists can collaborate
with researchers around the world in data
gathering and analysis.

A World of Difference
In Trade Opportunities

In May 2001, Neal Lane, former director
of the National Science Foundation and
former director of the White House Office
of Science and Technology Policy,
expressed optimism about the value of
new biological and information technolo-
gies. “The swift globalization of knowl-
edge,” he noted, “has created a web with
the potential to draw nations and cultures
together and to share benefits in a more
equitable manner.” Global trade, Lane
said, has the potential to benefit all
nations (making the pie bigger), but he
cautioned that not all countries had the
capacity to take advantage of these prom-
ising developments.

With continued technology-induced pro-
ductivity growth will come opportunities
to develop new markets for agricultural
products throughout the world. Export
revenues accounted for 20-30 percent of
U.S. farm income over the last 30 years.
But expanding demand for agricultural
products will depend on the income and
agricultural productivi